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**MR. HINKLEBY DOESN'T BELIEVE IN 
PRE-FABRICATED SWITCHBO 


When I.-T-E first pioneered wi 
enclosed switchgear, the move 
started which has won over nearl 
“=== like Hinkleby. Most switchgear 


factory assembled, shipped in uni 
~~ to install, and much of it is by I 
I-T-E CIRCUIT BREAKER CO. 


AIR CIRCUIT BREAKERS AND SWITCHGEAR 
19th & HAMILTON STREETS, PHILADELPHIA, PA. 
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arber Units for Every Type 
of Gas Appliance 


At present Barber is largely engaged in filling essential war orders. 
Wherever possible and permitted, however, we are continuing to supply 
r regular trade. Two hundred leading makers of gas appliances have 
andardized on Barber units for their products. Shown above are just a 
w of scores of types of burners we produce, for equipment operated on 
atural, manufactured, Butane or bottled gas. 

The famous Barber jets, as well as Barber principles of design, assure 
aximum efficiency, a point now of the very highest importance, since 
onomy of fuel has become a matter of national concern, Let us co- 
perate with you in designing, laboratory testing, and supplying the cor- 

# size and type of burner for the appliance. 


rite for Catalog showing Appliance Burners, Conversion Burners and Pressure Regulators. 


BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


ARBER BURNERS 
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6" RIFaID 


ZEST has the wide-open 
djusting Nut you can get hold of . . 


T’S RIGHT OUT in the open where you can get your hand 

on it, turn it easily to pipe size. It won’t bind—you can spin 
it, on the little 6” wrench or the big 60”. And ®im@@ip has other 
work saver features—quick grip and let-go jaws, heeljaw re- 
placeable, hookjaw with helpful pipe scale; powerful comfort- 
grip I-beam handle; guarantee label on the housing saves you 
all housing troubles and repair expense. Made also in End 
Pattern for coils. Millions in use—you save money, time and 
work with emacs. Ask your Supply House. 


RIDGID PIPE TOOLS 


Rac  imleealCb 
Pipe Wrenches, Cutters, Threaders, Vises 
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Pages with the Editors 


[° was a most serious group of state com- 
missioners who met in the fifty-fourth 
annual convention of the National Association 
of Railroad and Utilities Commissioners at 
St. Louis, Missouri, November 10th to 12th. 
A fair résumé of the views expressed and the 
ensuing discussion will be found in the ex- 
cerpts from the various addresses and com- 
mittee reports published in this issue as a 
special feature, entitled “What the State Com- 
asi Are Thinking About.” (See page 
Ce 


Our principal reaction as observers at this 
important meeting was the impression that 
the state commissioners are determined to be 
more than interested bystanders at the present 
spectacle of Federal regulation of utilities for 
purposes of the emergency. The state com- 
missioners have offered to codperate with the 
Federal government and so far the Federal 
government. does not seem to have availed it- 
self fully of that proffered assistance. Now 
the state commissioners, or a great many of 
them at least, are not going to hesitate to 
criticize any shortcomings which may result 
from Federal administration of the many 
prodigious emergency tasks. 


HARRY H. FRANK 


The Jacksonville Gas formula is no panacea 
or all corporate ills. 


(SEE Pace 781) 
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© Underwood & Underwood 


LUTHER R. NASH 


Our regulatory conceptions of depreciation 
are in need of modernization. 


(SEE Pace 761) 


Anp this is all to the good. No one could 
have come away from the St. Louis conven- 
tion with the feeling that state commissioners 
were any less anxious than the Federal off- 
cials to see to it that the utilities go all out 
for the war effort. There was no suggestion 
that the state commissioners were not Just 
as anxious for an aggressive prosecution of 
the war on the home front as-the Federal ad- 
ministrators. But many. of the state commis- 
sioners seem to feel that they can best serve as 
intelligent observers and constructive critics 
in the field where Federal emergency regula- 
tion touches the utilities. In this way the Fed- 
eral government will at least have the benefit 
of valuable suggestions. 


¥ 


URTHERMORE, it is not at all beyond the 

realm of possibility that some phases of 
Federal emergency regulation will be found 
wanting. Some may even break down and 
other methods will have to be tried. The ac- 
tion of the Office of Defense Transportation, 
for an example, in declining to make use 0! 
the 4,000 experienced men of the long-estab- 
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Ih today’s pipeline construction programs, 
PUT “CLEVELANDS” ON Speed, Endurance, Low Cost operation and 
YOUR WAR EMERGENCY Service are the most essential machine re- 
TRENCHING JOBS for:— quirements. That's why “CLEVELANDS" fit 
Oil so perfectly into the picture and are prefer- 
red equipment on so many war and civilian 
emergency projects, current and recent. 
Geared to the job “CLEVELANDS” are 
delivering maximum performance, day 
Water in and day out, at rock bottom costs. 
Telephone 


Gas 
Gasoline 


Sewer 


Power 


Building 
Foundations 


“CLEVELANDS’ Save More...Because they Do More 
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lished state regulatory staffs in administer- 
ing the emergency transportation program 
may have to be reconsidered. The ODT has 
gone ahead and assembled an independent army 
of civilian workers, many without any pre- 
vious experience in regulation. This, at a time 
when there is a great scarcity of man power. 
The ODT will be held accountable for the 
performance of this program—performance 
commensurate’ with the expense and size of 
personnel employed. 


UNSATISFACTORY performance, if such 
should materialize, would again revive the 
proposal to have state commissions and their 
staffs participating more actively in the ad- 
ministration of Federal emergency regulation. 
ODT is only one of several similar situations 
where problems of Federal and state codper- 
ation remain to be solved. And so, by the time 
the state commissioners hold their next con- 
vention—in 1943—state regulatory officials 
may find themselves in more important rdles 
for the national war effort. That is, assuming 
that there will be a national war effort con- 
tinuing in operation at the time the NARUC 
holds its next meeting. 


¥ 


Ou of the hardy perennial problems of 
utility regulation which received more 
than the usual amount of attention at the 
NARUC meeting was depreciation. Commis- 
sioner Richard J. Beamish of the Pennsyl- 
vania Public Utility Commission, in address- 
ing the conclave, spoke of depreciation as the 
great unsolved problem of regulation, the 
solution of which might have a most signifi- 
cant effect on the rate structures of most pub- 
lic utility companies. 





Ir so happens that the leading article in 
this issue contains a reéxamination of some 
of the basic concepts of utility depreciation by 
a writer who is not only a veteran utility 
operator but a recognized authority on public 
utility economics. He is LutHer R. Nasu, 
who will be recalled by many readers for his 
long service as an official of the Stone & 
Webster organization. 


A graduate of the Massachusetts Insti- 
tute of Technology in 1894 and from Harvard 
(S.M., 98), Mr. Nasu has, in addition to his 
career as an appraisal engineer and rate ex- 
pert, written numerous magazine articles and 
monographs on utility problems—including 
the book “Economics of Public Utilities.” 


¥ 


NEWCOMER to these pages is the author of 

the article entitled “Democracy and Free 
Enterprise—in Peace and in War’—J. B. 
Hirt, president of the Louisville & Nashville 
Railroad Company since November, 1934. 
Born in Tennessee in 1878, Mr. Hitt gradu- 
ated from the Peabody College for Teachers 
in that state (98) and began his career as a 
telegraph operator on the Nashville, Chatta- 
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J. B. HILL 


We have made a bad job of keeping ourselves 
sold on the system of free private enterprise. 


(See Pace 775) 


nooga & St. Louis Railway. He has been work- 
ing up the line ever since. 


¥ 


NOTHER newcomer to our FortnicHtiy 
pages contributed to this issue. He is 
Harry H. Franx, whose article on the so- 
called “Jacksonville Gas formula” begins on 
page 781. Mr. Frank is a graduate of the 
University of Pittsburgh School of Business 
Administration (B.S., ’26) and the Univer- 
sity of Pittsburgh Law School (LL.B., ’29). 
He served on the legal staff of the Pennsyl- 
vania Public Utility Commission until early 
this year, becoming assistant counsel for that 
body in 1937. He is now associated with the 
Philadelphia law firm of Conlen, LaBrum & 
Beechwood. 


> 


Ae the important decisions preprinted 
from Public Utilities Reports in the back 
of this number, may be found the following: 


Fair value of a transit company’s property, 
rate of return, revenues, expenses, taxes, 
rentals, and annual depreciation were consid- 
ered by the Pennsylvania commission as a 
basis for its conclusion that higher rates 
were not justified. (See page 257.) 


THE next number of this magazine will be 
out December 17th. 


— 
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UNTIL THERE’S VICTORY 
OVER THE AXIS, UTILITIES 
HAVE A DOUBLE CON- 
TRIBUTION TO MAKE... 


‘Y When Hitler, Hirohito & Co. have been 
put out of business, there will be more famous 
Remington Typewriters for Public Utilities in 
America. Right now Remingtons are needed 
elsewhere as a part of the United Nations 
striking force where men march, where tanks 
roll, where planes fly and where ships sail. 
Until there’s Victory over the Axis, Ameri- 
ca’s utility companies have a doudle contribu- 
tion to make: (1) Typewriter Conservation 
and (2) Turning in Post-1935 typewriters 
that can be spared. Remington Rand is doing 
its part to help you in both of these efforts. 
The now famous Remington Typewriter 
Conservation Plan is the best way to get the 
best advice on how to make your present 
machines last the duration. It is a timely 
program of non-commercial nature includ- 
ing lecturing of typists, demonstration and 
recommendations on typing procedure. Rem- 
ington Rand has been designated by the 
United States Government as an official pur- 
chasing agent for the 600,00C typewriters 
a ; now needed by the Armed Forces. If you 
- :| have typewriters of post-1935 manufacture, 
get in touch with your local Remington Rand 








rselves 
or prise, 


- work- 


al office at once. Help bring ’em in for Uncle 
of the Sam! 

usiness é Call our local branch and arrange for a 
Jniver- i Conservation Program, too. Your present 
Be) useful typewriters have an extra job to do. 
nnsyl- Let the advice of the World’s Largest Manu- 
| early eis. facturer of Typewriters be your guide to 
that A ; make ’em last for Victory. 

ith the > . & 

rum & 
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4A BENWRITER DIVISION 
EMINGTON RAND, Buffalo, N. Y. REMINGTON MODEL SEVENTEEN 
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Last fall a check was made sign of this boiler, involving 
by Vulcan engineers on a soot- new features in soot-blower 
blower unit installed 4 years design and construction, 
before in a twin furnace steam Vulcan engineers had inspect- 
generator job at Oil City, Pa. ed the installation regularly 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





“The railroads have the spirit that will win this war” 


¥ 


“Security comes only through activity, codperation, 
change, and courage.” 


¥ 


. in the face of the common enemy American busi- 
ness has lost its fear of the future.” 


¥ 


“The problem of obtaining additional transit equip- 
ment in any community has become a public problem in 
every sense of the term.” 


‘ 


> 


“It is a peculiar and timely virtue of any kilowatt hour 
that it will do just as much work whether produced from 
high, low, or medium cost generating facilities,” 


¥ 


“Reverses in a war are part of war ... neither side 
in a war tells its people just what it is up against. Ata 
time when truth is most needed, truth becomes illegal.” 


¥ 


“There are very few things that are impossible, but 
I hope we shall not find it necessary to determine by 
actual trial whether general passenger rationing is pos- 
sible.” 


¥ 


“The only way to avoid unlimited competition to se- 
cure stocks of the materials that are essential to our ef- 
fort is through a centraliy controlled system of alloca- 
tions.” 


¥ 


“Our sole consideration under the Public Utility Law 
is for the protection of the ratepayer, the theory being 
that the security holder can and usually does take care 
of himself.” 


¥ 


“Private enterprise operating under competition, free 
of the inhibiting and strangulating interference of gov- 
ernment, has proved itself the best of all systems in times 
of peace.” 


12 
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HELPING BURROUGHS USERS MEET TODAY’S PROBLEMS 
WITH THEIR PRESENT EQUIPMENT 





_* FOR VICTORY —BUY UNITED STATES WAR BONDS AND STAMPS x 


Today it is frequently necessary to meet new accounting requirements with 
present equipment—and, if possible, without increasing the time required. 


In meeting such problems, Burroughs men can help you determine whether 
new records can be posted in combination with present records . . . whether 
figures and statistics for new reports can be obtained as a by-product of 
regular routines—or by utilizing your present equipment in some other 
manner, 


To avail yourself of Burroughs’ technical knowledge and experience, call 
the local Burroughs office. Or write— 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 
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EpITorRIAL STATEMENT 
The Wall Street Journal. 
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Executive editor, Forbes. 


Rosert R. NATHAN 
Chairman, Planning Committee, 
War Production Board. 


ARCHIBALD MACLEISH 
Director, Office of Facts and 
Figures. 


Everett M. DirKSEN 


U. S. Representative from Illinois. 


EMIL SCHRAM 
President, New York 
Stock Exchange. 
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“Ability to pay taxes must be judged in terms of family 
incomes and not the incomes of members of the family,” 


¥ 


“There is at least one department of our national effort 
which seems to have unheated bearings and a refreshing 
absence of noise in its machinery, despite its ‘stepping up’ 
to a degree of efficiency hitherto unattained—railroad 
transportation.” 


5 


“The government builds a plant ; it is government owned 
and, therefore, [tax] exempt. But it is unfair for the 
Federal government to collect its taxes, and then turn 
around and say to the municipal government, ‘this prop- 
erty is tax exempt.” 


> 


. in late years, facts about business have not been 
as readily available or accessible as are the facts about 
government, world economy from a theorist point of 
view, or facts about social experimentations which are 
being tried over the world. This is the fault of business.” 


os 


“Out of this war experience should and will come not 
only victory for the free nations, but also a greater un- 
derstanding and a greater degree of economic literacy 
which will permit us to mobilize for peace as we have 
mobilized for war—in a free enterprise, private property, 
democratic system.” 


“ 


> 


“It is no longer enough for any journalist to work 
solely for the freedom of ideas; it is necessary now to 
work also for the idea of freedom. And any journalistic 
activity which blocks or chokes or retards the struggle 
for the idea of freedom must go the war-time way of the 
passenger automobile and the mechanical refrigerator.” 


¥ 


“Congress will not enjoy that prestige, assertiveness, 
and independence which the legislative branch should en- 
joy until it provides itself with mechanisms for continu- 
ous investigation of all phases of government. It must 
be able to challenge the information ‘presented by gov- 
ernment functionaries with expert information assembled 
by its own expert staffs.” 


¥ 


“Next to winning the war and winning the peace, the 
greatest responsibility which we have is to preserve our 
American way of life, which revolves around the sys- 
tem of initiative and enterprise. The-test of that system 
is the creation of more and more wealth, and not the 
dissipation or confiscation of existing wealth. This is 
the philosophy which we must defend. This is the funda- 
mental premise of the democracy we are struggling to 
uphold.” 





tf E HI-PRESSURE CONTACT 
Switching EGUyoment 


WING THE ARTERIES OF INDUSTRY 
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Now, when War Production 
makes prior claim to the manu- 
facturer’s output, is the time to 
seek quality and service as never 
before. 

It’s good business—Patriotic 
business—to demand the maxi- 
mum service from available raw 
materials. 

With your sympathetic co- 
operation in plans and specifi- 
cations, R&IE can help more by 
thereby eliminating many of the 
occasional production delays. 


As you seek quality and — 
Service, remember that 
R&IE has been a 
SPECIALIST 
for 31 years—in problems 
on Indoor and Outdoor 
SWITCHING EQUIP- 


MENT. 
* 


AILWAY and INDUSTRIAL ENGINEERING COMPAN 


GREENSBURG, PA... . In Canada—Eastern Power Devices Lid., Toronto 
Cooperating 100% with the War Effort 
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BOILERS ... The C-E Boiler line includes virtually all water- 


tube and fire-tube types in commercial use today for both 
stationary and marine applications. 

BENT TUBE—2, 3, 4 and multi-drum designs 

STRAIGHT TUBE—sectional header, box head 

FIRE TUBE—hrt, vertical, internally fired, locomotive type 


WASTE HEAT—straight tube, bent tube, fire tube 
FORCED CIRCULATION—stationary, marine, Diese! waste heat 


(C-E Boilers include all types known by the trade names — Heine, Walsh- 
Weidner, Casey-Hedges, Ladd and Nuway) 


SUPERHEATERS «++ The complete line includes vari- 


ous designs suitable for any superheat requirement and ap- 
i i i boilers; also 
shone akin allie plicable to practically all types and sizes of boi 


boiler units now in service in separately-fired designs. 
utility plants are C-E Units. (Known by the trade name -Elesco) 


COMBUSTION 
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STOKERS . .. Combustion Engineering has the most com- 


prehensive line of stokers of any manufacturer. 


UNDERFEED—multiple retort, single retort, (five types) 

CHAIN GRATE—(four types) 

TRAVELING GRATE—(three types) 

SPREADER 

(C-E Stokers include all types known by the trade names Coxe, Green, 
Type E, Low Ram and Skelly) 


PULVERIZED FUEL EQUIPMENT... :.. 


application of pulverized fuel firing to power boilers was 
pioneered by Combustion Engineering. C-E developments which 
include the use of water cooled walls and water screens, C-E 
Raymond Mills and C-E Burners are largely responsible for the 
position of eminence which pulverized fuel firing holds today in 
the field of steam generation. 


(Includes equipment known by the trade names Raymond and Lopulco) 


FURNACES ... C-E Furnaces feature both plain tube and. 


extended surface water cooled wall construction; also both dry 
and slagging bottom designs. 


RELATED EQUIPMENT... 10 addition to its ex- 


tensive line of steam generating and fuel burning equipment 
Combustion Engineering offers: 


AIR HEATERS—plate type, fubular type 
ECONOMIZERS — Continuous loop design, flanged joint design — both 
fin tube type 


(Economizers are known by the trade name Elesco) 


COMPLETE UNITS .  . Built in suitable combinations 


of boiler, fuel burning and related equipment for any fuel and 
for capacities ranging from 1000 to over 1,000,000 Ib of steam 
per hr. Also complete units of standard design known by the 
trade names C-E Steam Generator, Type VU and Type VU-Z. 


NGINEERING 
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WAKING [TH 
FOR THE ANS 


ON AMERICA’S MIGHTY PRODUCTION FRONT 


ANT to know what “Made in America” means in 

Tokio, Berlin and Rome, these days? Ask Doolittle! 
Ask the flying Tigers! Ask our fighting men and allies 
everywhere! With each passing day, more American- 
made planes... guns... tanks take their toll on every 
battlefront—and plenty more are on the way! In a war 
of machines, America’s production front smashes ahead 
at top speed—is rapidly strengthening American armed 
might for the final all-out assault on the Axis. 





Behind today’s manufacturing achievement is the story 
of America’s power production—for mine, mill, factory, 
assembly line. In power plants of every type, as well 
as in fighting and merchant ships, over 50,000 Todd units 
are contributing their full share of this basic horsepower 
—hanging up new records everywhere in the efficient 
combustion of liquid and gaseous fuels. 


Todd technical service staffs, stationed in key cities 
. . . with parts and replacements instantly available... 
are helping to maintain uninterrupted power for Amer- 
ica’s mighty production line. 


TODD COMBUSTION EQUIPMENT, INC. 
(Division of Todd Shipyards Corporation) . 
601 West 26th Street, New York City 


NEW YORK MOBILE NEW ORLEANS GALVESTON SEATTLE BUENOS AIRES 
For Victory ... Buy U. S. War Bonds and Stamps 














Hilda hf tas iy 
: ARE GOING GREAT GUNS! 


Half-Tracks on the assembly line... Fire-power in high 
gear... Engines roaring a challenge to the enemies of 
freedom ... Autocar is in the war—with the Army, the 
Navy, and the Air Corps. And under the stimulus of war 
production, the Autocar Trucks of 194X will be stronger, 
tougher, and better money-makers for you than ever before. 

A promise? A certainty! Product-development is fostered 
by war. In the meantime, keep your trucks rolling on the 
home front—and remember your pledge to the U. S. Truck 
Conservation Corps. Your trucks are your own, but their 
life belongs to the Nation. 


AUT oc A Manufactured in Ardmore, Pa. Serviced 
by Factory Branches from Coast to Coast 


~ BUY WAR 
SAVINGS 
BONDS 























When the heat balance calls for steam drives for boiler-feed 
pumps, you'll want to look into Elliott variable-speed, multi- 
stage, high-efficiency turbines, such as illustrated below. 


For many years Elliott Company has specialized in tur- 
bines of the size range required by modern central station 
auxiliaries — running to several thousand horsepower. Elliott 


engineers are glad to share their background of sound ex- 
perience in this field with you in the discussion of details of 
ial turbines which will fit your auxiliary drive requirements. 
Write us. 


ELLIOTT COMPANY 


Steam Turbine Dept., JEANNETTE, PA. 
DISTRICT OFFICES IN PRINCIPAL CITIES 


























Atilities Almanack 








Due to war-time travel restrictions, conventions listed are subject to cancellation. 


"7 DECEMBER +7 





{ New England Transit Club holds convention, Boston, Mass., 1942. 











4 American Society of Mechanical Engineers concludes meeting, New York, N. Y., 1942. 











9 Arizona Municipal League will hold meeting, Yuma, Aris., Dec. 18, 19, 





§ American Economic Association will hold meeting, Cleveland, Ohio, Dec. 29-31, 1942, 








§ American Society of Agricultural Engineers opens fall meeting, Chicago, IIl., ® 
1942, 








9 Arkansas Municipal League holds session, Little Rock, Ark., 1942. 








4 American Association of State Highway Officials concludes 2-day meeting, St. Louis, 
Mo., 1942. 





4 American Standards Association holds annual meeting, New York, N. Y., 1942. 





Associated General Contractors of America, Northern California Chapter, starts 
vention, San Francisco, Cal., 1942. 





¥ Technical Valuation Society holds annual forum, New York, N. Y., 1942. 








4 American Public Welfare Association ends 2-day meeting, Baltimore, Md., 1942. 





4 Society of Automotive pees will hold war production-engineering meeting, RB 
Detroit, Mich., Jan 11, 12, 194 








q 2 American 5 aciety of Civil Engineers will hold annual meeting, New York, N. Y., 
Jan. 20-22, 1943. 











4 American Institute Hy Bhcwical Engineers will hold winter convention, New York, 
N. Y., Jan. 25-29, 
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A New Depreciation Fallacy 


The author analyzes the “reserve requirement” 

theory, including its retroactive feature, as a meas- 

ure of existing depreciation and finds it unsound 
and also unfair to the utilities. 


By LUTHER R. NASH 


HAT, another article about de- 

preciation! The author, in 

spite of his tough hide and 
many years of exposure to chilling ver- 
tal blasts, would have hesitated to face 
uch a sarcastic comment were it not 
for the fact that certain new notions 
ne being projected into this phase of 
public utility operations. They need 
ureful scrutiny before they are ac- 

‘ted—or quietly buried. 

Six years ago regulatory authorities 
Mescribed for the electric and gas 
itilities new systems of accounts, far 
nore complicated than those previously 
ised. The utilities accepted them with 
hisgivings, partly because they had 
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been permitted but little share in their 
preparation. More particularly the 
utilities were uneasy over the injection 
of the new concept of “original cost” 
with its complications, and the resusci- 
tation (not by the prone pressure 
method) of the ambiguous word 
“depreciation.” This term did not ap- 
pear in the previously prescribed uni- 
form system of accounts. 

The basic purpose of the new de- 
preciation accounting program does 
not differ from that of the earlier pre- 
scribed systems ; namely, to provide for 
the retirement of property units when 
they have ceased to be useful. The pre- 
viously used phrase “retirement ac- 
DEC, 3, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


counting” was intended to express that 
purpose in clear and unmistakable 
language. However, the method of ac- 
complishing this common purpose has 
been changed, in important respects, by 
interpretation if not by the established 
text. It is now necessary to record the 
so-called depreciation which ‘‘accrues”’ 
in each accounting period, usually a 
month, rather than in a year or longer 
time. 


.’ is obviously impossible, by direct 
examination or otherwise, to de- 
termine what has actually taken place 
physically or economically in such a 
brief period. A far longer time is 
necessary to detect definite trends and 
such trends are subject to continuous 
or frequent change. To avoid such 


barriers to accuracy the program 
ignores intermediate conditions and 
relies on the “end point.” In other 


words, it assumes the date of final re- 
tirement, divides the depreciable cost 
by the months in the useful life period, 
and further assumes that the deprecia- 
tion accrues uniformly during each of 
those many months. This procedure 
involves two questionable assumptions : 
(1) that useful life can be determined 
in advance with needed accuracy, and 
(2) that uniformity in the progress 
of depreciation or loss in usefulness 
actually occurs and will continue to oc- 
cur throughout the entire life period. 

Although it is not the purpose of 
this article again to throw a hat into 
the “useful life” arena, its author can- 
not resist the impulse to remark that in 
more than two score years of intimate 
contact with many public utility 
properties he has been unable to find a 
consistency in past useful life experi- 
ence that would justify the employ- 


DEC. 3, 1942 


ment, in the future, of any mathe 
matical processes based thereon, }t 
would still be unjustified even if the 
obviously false assumption were made 
that the physical characteristics of the 
property to be retired in the future ar 
similar to those of the property re. 
tired in the past. 


B Bramaces now to the matter of uni- 
formity of accruals, two phases 0 
its effects are important. There is the 
propriety or expediency of such pro 
cedure with respect to the monthly o 
annual charges. There is the signif 
cance of the resulting accumulated re 
serves. 

Uniformity has obvious advantages 
provided it has a reasonable and stable 
basis, but it is suggested that the uni 
form retirement of a known sum of 
money ina fixed time is properly called 
amortization and may have little rela 
tion to depreciation. In fact, in earlier 
years this process of retiring utilit 
property investment was called amorti 
zation rather than depreciation in cer 
tain state accounting systems and the 
reserve thereby created was known as 
an amortization reserve. 

With the understanding that that i 
what the procedure really means an 
that its basic time is subject to periodit 
adjustment, many utility management! 
are trying to adjust themselves to i 
in spite of the known disadvantages 0 
its rigidities. They might go furthe 
and admit, probably with reluctanc 
and reservations, that an amortizatio 
reserve might at some rather remot 
future date be accepted as an arbitra 
measure of the (then) accrued depre 
ciation for use in rate cases. 
assumes that such cases will not becom 
a permanent casualty of the war. 


762 





A NEW DEPRECIATION FALLACY 


TILITY managements, however, 
U are very definitely looking askance 
at a new notion that has begun to 
appear in the presentations of rate 
cases and in the decisions of certain 
regulatory commissions. It has not yet 
heen scrutinized by the higher courts. 
That notion is tagged with the term 
“eserve requirement.” It is under- 
stood to mean the reserve that would 
have been created during the existence 
of surviving property if present esti- 
mates or guesses as to useful life had 
been appropriate for and applied uni- 
formly in all the intervening years on 
astraight-line basis. 

Proponents of this theory contend 
that this retroactive “reserve require- 
ment,” rather than the actual existing 
depreciation in the property, as here- 
tofore found by commissions and 
courts, is the sum which should be de- 
ducted from cost or reproduction cost 
toobtain present fair value in rate case 
procedure. It is assumed or implied 
that the failure to follow this new pro- 
cedure during all the past years was an 
eror of the utilities for which they 
should now bear the full responsibility. 

It is well known, of course, that no 
such depreciation procedure as is now 
required was included in the account- 
ing systems of the utilities under con- 
sideration prior to 1936. The uniform 


e 


system adopted in 1922, the first na- 
tionally standardized system, provided 
for retirements only under a program 
embodying some flexibility. We know, 
also, that this provision was approved 
after extended discussion among util- 
ity and commission representatives 
and was adopted by nearly all the com- 
missions having jurisdiction over ac- 
counting. Prior to 1922 there was 
little uniformity in accounting 
methods among utilities, but they 
were gradually developing a program 
relating to retirements similar to that 
adopted in 1922. Finally, we know 
that, prior to the past thirty-five years, 
the Supreme Court of the United 
States had expressed its disapproval of 
advance provisions for retirements as 
a part of the cost of service. 


nN appreciable part of present utility 


property was in existence prior 
to the time when depreciation ‘was first 
recognized. The major part of it was 
installed long before the present ac- 
counting systems were prescribed. The 
present reserves for retirements of the 
electric power companies are, on the 
average, more than 10 per cent of their 
plant investment and they have been 
increasing gradually over the years as 
appreciation of their need has devel- 
oped. 


gram does not differ from that of the earlier prescribed sys- 


q “THE basic purpose of the new depreciation accounting pro- 


tems; namely, to provide for the retirement of property units 
when they have ceased to be useful. The previously used 
phrase ‘retirement accounting’ was intended to express that 
purpose in clear and unmistakable language. However, the 
method of accomplishing this common purpose has been 
changed, in important respects, by interpretation if not by the 


established text.” 
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Mathematical analyses have shown 
that if these companies had been per- 
mitted to adopt the straight-line 
method of depreciation when the first 
of their now surviving units was in- 
stalled and had followed it consist- 
ently through all the intervening years, 
the present reserves would be more 
than 30 per cent of their depreciable 
investment. (This percentage would 
be affected to a material extent by the 
rate at which the property had 
grown.) Telephone companies that 
have used this method for more than 
twenty-five years have reserves that 
are approaching this percentage, 


although they doubtless provide also 
for retirements for causes not clearly 
visualized. Computations of the “re- 
serve requirement” which have been 
made for rate case or other purposes 
show similar results, as they should, 


because of the similarity of procedure. 


His difference between the re- 

serves actually created in the past 
and those that would have been cre- 
ated under the straight-line accruals is 
striking. It amounts to about 20 per 
cent of total investment. It is ac- 
counted for, in part, by the failure of 
the companies in the early years to 
make as liberal provisions as they 
would have done if the present knowl- 
edge and experience had then been 
available or if the future requirements 
of regulatory authorities had been 
foreseen. 

Such earlier and modest treatment 
of depreciation prevailed not only in 
the utility field but in other industries 
and business. Another reason for 
such differences is that utility man- 
agements were exercising their judg- 
ment as to retirement needs rather 
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than using mathematical processes 
with a questionable basis. They were, 
and still are, far from convinced that 
there is uniformity in the progress of 
depreciation, or, as they may have pre- 
ferred to call it, the accrual of retire- 
ment liability. Some of them also de- 
cided to leave in surplus accounts their 
provisions for retirements due to un- 


known or emergency causes. They | 


naturally are not reconciled to the wip- 
ing out of 20 per cent of their invest- 
ment, which would be the effect of ap- 
plying the “reserve requirement” 
theory. 


——— accumulations may 
also provide for many things that 
are not properly classified as deprecia- 
tion. At least, that has been the opinion 
of regulatory commissions which have 
found such reserves far in excess of 
existing depreciation. Our Supreme 
Court has characterized such pro- 
cedure as “elaborate calculations that 
are at war with realities” or “the calcu- 
lations are mathematical but the pre- 
dictions underlying them are essen- 
tially matters of opinion.” It has also 
consistently held that existing depre- 
ciation must be determined in each 
case by an examination of the condi- 
tion of the property rather than by 
“mere calculations based on averages 
and assumed probabilities.” This 
would seem to exclude the reserve re- 
quirement as now being promoted as 
a measure of existing depreciation. 
There are further reasons why the 
reserve requirement may not repre- 
sent actual depreciation. If the life 
tables used for its computations are 
based on some actual experience, they 
do not reflect full normal life experi- 
ence because they include sundry pre- 
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A NEW DEPRECIATION FALLACY 





Uniformity o 


oT] 


form returement of a known sum of 


f Accruals 


NIFORMITY [of accruals] has obvious advantages, provided it has 
a reasonable and stable basis, but it is suggested that the uni- 


money in a fixed time is properly 


called amortization and may have little relation to depreciation. In fact, 

in earlier years this process of retiring utility property investment was 

called amortization rather than depreciation in certain state accounting 

systems and the reserve thereby created was known as an amortization 
reserve.” 





mature retirements due to storms, 


fires, automobile collisions, and other 
asualties. In defining depreciation 
the new accounting systems include 
only “causes which are known to be in 
current operation,” presumably with 
appreciation of the meaning of this 
imitation. A hurricane, a carelessly 
dropped match, and a drunken driver 
are not within the category of such 
causes, 

While it is prudent to provide 
for such contingencies, they do not in- 
volve depreciation as defined, and they 
tertainly do not accrue uniformly. A 
reserve adequate for all causes of re- 
tirements, including not only deprecia- 
tion and casualties but also unforeseen 
developments of an engineering, eco- 
nomic, or social character, should be 
definitely larger than, and should not 
be used as a measure of, existing de- 
preciation. 
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—_— factor affecting the valid- 
ity of reserve requirement com- 
putations needs attention. It is un- 
usual to find complete records of use- 
ful life of property units other than 
for the particularly large ones. Re- 
sort is had, therefore, to investment 
records from which the age of the dol- 
lars in the various accounts or the 
property as a whole can be found. The 
trouble with this method is that the 
age of the dollars is not the same as the 
age of the property which they repre- 
sent and which is the thing sought. Be- 
cause of price changes and the varying 
purchasing power of money during the 
past years the difference is far from 
negligible. For example, the sum of 
money that would have bought 500 
feet of No. 6 weatherproof wire 
twenty-five years ago, would have 
bought 1,500 feet ten years ago, but 
will buy only 1,000 feet now. These 
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changes have all occurred within the 
life history of existing lines. Other 
price changes have been less violent. 
But their over-all effect introduces a 
serious error in reserve requirement 
computations. 

Let us, now, explore further the 
differences between existing reserves 
and this reserve requirement in order 
to determine the extent to which the 
latter is in excess of actual existing de- 
preciation, and the extent to which the 
former are less than they should be. Let 
us consider, also, the possibilities of fix- 
ing a “ceiling” above which existing 
depreciation, as defined in the account- 
ing regulations, should not go (at 
least, if uniformity of accruals is given 
due regard). For such purposes the 
author has made extended analyses of 
electric power properties to determine 
what has been the actual experience of 
typical ones. That would include 
operating steam plants, local and long- 
distance transmission lines, substa- 
tions, overhead and underground dis- 
tribution, and the usual collection of 
buildings and other facilities. 


HESE analyses, and others of 

wider scope, show that about 20 
per cent of all past retirements have 
been from physical causes, including 
wear, decay, and corrosion. These may 
be assumed to be progressive, with ap- 
proach to uniformity. The remaining 
causes, nonphysical in general charac- 
ter and accounting for 80 per cent of 
past retirements, have so far defied 
classification or consistency in their 
effects and probably will continue to 
do so. Such lack of uniformity is not 
only the experience of utility engineers 
and operators but is also recorded in 
the decisions of our Supreme Court. 
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Generalities along this line, however, 
do not afford a solution of our “cejj. 
ing” problem and a further breakdown 
of property characteristics is needed. 
Normal properties include substan- 
tial parts not subject to any deprecia- 
tion. They include land and rights of 
way that are more likely to appreciate 
in value. There might be included in 
this category most of the underground 
conduit, consisting of vitrified or other 
similar duct laid in concrete. Such con- 
struction, together with its connecting 
manholes, does not deteriorate, is sub- 
ject only to incidental disturbances 
from explosions, broken water mains, 
or changes in or additions to other sub- 
surface structures, properly paid fo 
by their owners. The cable laid i 
such conduit can be replaced o 
changed whenever needed, but no ma 
terial change in the general pattern of 


underground systems is in sight. It is 


difficult, therefore, to find any pro 
gressive depreciation in such property. 


lng which is the undepreciable 

part of otherwise depreciable 
items, is also in this class. It is ofte 
underestimated because it properly in 
cludes not only scrap items but also 
those prematurely removed from serv 
ice because of street improvements and 
other changes and which can be give 
a reuse value. Net salvage, so com 
puted, has been found to exceed 10 pe 
cent of the cost of all retired items in 
certain cases. Such items as the above 
comprise not less than 20 per cent of 
the total investment in a typica 
property. 

Next to be considered is a group o! 
items subject to what may be calle 
cyclical depreciation. Many of thes 
items are in the power station group, 
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yhich altogether makes up about 40 

r cent of system investment. A 
typical illustration is a modern steam, 
turbo-generator unit, consisting essen- 
tially of a massive frame and body and 
,complicated system of moving and 
sationary blades. This blading is sub- 
ject to fairly rapid erosion due to the 
very high velocity of the steam that 
fnds its way through its labyrinths. 
The installation of a new set of blades 
wery ten years or thereabouts is an 
apensive job, costing about one-sixth 
of the cost of the complete unit and its 


accessories. 
+ ee body of the unit is not affected 
by these changes or by indefinite 
operation; and the necessary repairs, 
replacements, and adjustments of small 
parts are taken care of from time to 
time through maintenance. Metallur- 
gical research has brought about con- 
tinuing improvement in alloy steels 
and each new set of blades is better 
and lasts longer than those replaced. 
The over-all result of such turbine 
performance is that there is a progres- 
sve deterioration of parts of the unit, 
but not its bulk, and that these parts 
are periodically replaced, after which 
the unit is better than it was originally. 
The experience with condensers, at- 
tached to turbine units, is quite similar. 


present accounting systems wer 
serves for retirements of the e 


They are made up of massive, durable 
bodies and a multitude of nonferrous 
tubes which are subject to corrosion 
and erosion. The frequency of re- 
quired replacements varies with the 
character of the condensing water but 
may agree closely with that of turbine 
reblading. The cost, however, is a 
larger proportion (about 25 per cent) 
of the total cost of the unit. Again, 
the new tubes may be better than the 
old for similar reasons. Here, also, 
there is partial deterioration, duly re- 
stored to at least original serviceability 


at necessary intervals. 
| ehepponnrti the funds necessary 
to make these periodic partial re- 
placements in such a unit and to retire 
it at the end if its life, aside from rou- 
tine minor repairs, will be far more 
than its original cost. The amount 
would be, perhaps, double if four com- 
plete tube changes have been made, 
with correspondingly increased de- 
mands upon the retirement reserve 
which is normally used to handle such 
large items. 

Another important item in power 
station equipment is boilers. Unlike the 
items just considered, a boiler installa- 
tion includes such a multitude of dis- 
similar parts that it is impracticable to 
make clear distinctions between per- 


“An appreciable part of present utility property was in 
existence prior to the time when depreciation was first recog- 
nized. The major part of it was installed long before the 


e prescribed. The present re- 
lectric power companies are, 


on the average, more than 10 per cent of their plant invest- 
ment and they have been increasing gradually over the years 
as appreciation of their need has developed.” 


767 


DEC. 3, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


manent and renewable parts. It may be 
said, however, that a very large pro- 
portion is renewable and is replaced 
from time to time so that after a 
period of years only a few of the 
major parts of the original installation 
remain. Again, depreciation is not 
continuously progressive. (This situa- 
tion somewhat suggests the case of the 
farmer who boasted of using the same 
axe for twenty years. He always ex- 
plained that aside from renewing the 
head several times and the handle sev- 
eral times, it was ‘“‘almost as good as 
new.” 


UTSIDE of the power station are 
many items of widely differing 
kinds and functions. Among them are 
line transformers, subject to burnouts 
from accumulated overloads or dam- 
age from lightning. Their life is not 
then over, for they may be rewound, 
preferably with new, higher permea- 
bility cores which make them more effi- 
cient than when new, at about two- 
thirds of the original cost. There have 
been no fundamental changes in cus- 
tomers’ meters for many years and it is 
the general practice to replace their 
parts, often with improvement of their 
registration characteristics. Other mi- 
nor items such as oil switches, bush- 
ings, etc., are replaced or reconstructed 
with improved parts which restore the 
original serviceability of the equipment 
with which they are associated. 

Such illustrations of restored serv- 
iceability, which are elementary and 
well known to utility operators, might 
be expanded. But enough has been 
said to make clear that continuously 
progressive loss in usefulness or serv- 
ice value does not take place in the 
major units of utility property. 
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Consideration may now be given to 
a class of property whose present situa- 
tion depends not upon the physical con- 
dition of its own units but upon their 
integration with others. Although 
they may be physically unimpaired, 
such units may appear to be approach- 
ing the end of their useful life be. 
cause of low efficiency, limited capac- 
ity, or by the availability of units bet- 
ter adapted to modern conditions of 
operation. It is then discovered that 
they can be made a part of a modern- 
ized system of more efficient and re- 
liable operation and so continue for 
many years. 


HE typical illustration of such 

units is the low-pressure steam 
turbine, commonly purchased twen 
or more years ago. As steam pres- 
sures and sizes of units trended up- 
ward, with marked gains in efficiency, 
the older units seemed to be headed for 
the junk yard. Then it was found 
that by adding high-pressure, “top- 
ping” units, exhaust steam from 
which is then used by these older units 
before passing to their condensers, the 
efficiency of production could be in- 
creased substantially at a relatively low 
cost. Such rejuvenated old units show 
every indication of lasting through the 
life cycle of their new associates. The 
percentage of their expired life i 
abruptly changed from 90 or highe 
to 50. Depreciation is definitely nega 
tived. Condensers and other auxilia 
equipment associated with these units 
are similarly affected. Boilers, also 
which otherwise would be retired, may 
be kept in service, at least for emer 
gency or peak-load use. Similar re 
juvenation, outside of power stations 
so far has been relatively unimportant 
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Straight-line Accumulations 


6¢ i accumulations may . . . provide for many things 

that are not properly classified as depreciation. At least, that has 
been the opinion of regulatory commissions which have found such re- 
serves far in excess of existing depreciation. Our Supreme Court has 
characterized such procedure as ‘elaborate calculations that are at war 
with realities’ or ‘the calculations are mathematical but the predictions 


underlying them are essentially matters of opinion. 


3 39 





The over-all effect, however, of this 
reversal of the progress of deprecia- 
tion is significant. 


_— class of items with dis- 
tinctly different case history 
should also be mentioned. These are 
items which, although not immedi- 
ately needed, may be economically in- 
stalled along with some other presently 
needed equipment. When so installed, 
their use in the reasonably near future 
is expected. Included are such things 
asextra ducts in underground systems, 
foundations, and water tunnels for ad- 
ditional units in steam-power stations 
and scroll cases and draft tubes in 
hydro stations. 

This is property that normally 
suffers practically no deterioration 
with the passage of time. If at some 
future date the street in which the duct 
line is laid is relocated, as occasionally 
happens, or the power supply program 
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is radically changed and the advance 
provisions for future units become 
useless, the condition of these items, 
under such circumstances, would drop 
abruptly from practically 100 per cent 
to O per cent (disregarding possible 
salvage). Such developments could 
not have been foreseen long in advance 
and certainly depreciation has not pro- 
ceeded uniformly. These instances of 
lack of uniformity in the incidence of 
nonphysical causes of retirements, by 
either retardation or acceleration, 
might be multiplied, but further illus- 
trations seem unnecessary. 


ae for the moment, the 
foregoing limitations upon exist- 
ing depreciation and the uniformity of 
its accrual, let us consider the feasi- 
bility of fixing the suggested “ceiling” 
beyond which such depreciation in a 
normally well-maintained and operated 
property will not go. We have seen 
DEC. 3, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


that the average property contains at 
least 20 per cent of items not subject 
to any depreciation. In the remaining 
80 per cent it is obvious that a mature 
property will have units of all ages, 
some practically new, others about to 
be retired. 

If the property has not grown dur- 
ing the life of its surviving units the 
average depreciation of all units will 
be 50 per cent of this 80 per cent of 
depreciable property or 40 per cent of 
the total property. But very few utili- 
ties have lacked substantial growth. 
With such growth there is a larger 
proportion of comparatively new units 
than of old ones, and the maximum 
possible percentage of depreciation is 
correspondingly reduced. Mathemati- 
cal analyses, which this writer and 
others have made, show that, for prop- 
erties with growth such as the electric 
power industry has experienced, the 
maximum possible depreciation would 
be only 70 per cent of that of a static 
property. This assuming uniformity 
in its progress. The maximum is 
therefore reduced from 40 per cent of 
the total property to 28 per cent. 


HIS 28 per cent must be further 

reduced by the factors heretofore 
discussed which have been disregarded 
in its development. Summarizing 
them, we find that important parts of 
large units go through cycles of depre- 
ciation and recovery while the re- 
mainder of those units continue sub- 
stantially undepreciated. Other im- 
portant units as a whole may appear to 
depreciate only to have their deprecia- 
tion disappear. We find that 80 per 
cent of all retired units, or the dollars 
invested in them, are retired for non- 
physical causes which do not develop 
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factors and apply them in logical se. 
quence, efforts to do so indicate that 
the existing depreciation “ceiling” js 
probably not far from 50 per cent of 
the maximum of 28 per cent derived 
above. It is also about one-half of the 
reserve requirement as _ sometimes 
theoretically computed. It is, on the 
other hand, appreciably more than the 
amount usually found by competent 
appraisal engineers who seek to dis- 
cover all known causes of depreciation. 

This 50 per cent reduction factor ap- 
plied to the previously derived straight. 
line depreciation is not merely a matter 
of broad judgment. It may be sup- 
ported by a further analysis of a typi- 
cal property. We have found that in 
certain items or groups of items in 
such a property, subject to cyclical 
depreciation, the parts so affected 
range from one-sixth to two-thirds of 
the total cost of the items or groups, 
in most cases not more than 25 per cent. 
The remaining parts, not affected by 
this or other progressive depreciation, 
make up from five-sixths to one-third 
of the total cost, averaging at least 75 
per cent. 


. | ‘1s class of property includes 
slightly less than 40 per cent of 


the total depreciable property. If it is 
wholly excluded from the 28 per cent 
possible depreciation with which we 
started, a balance of 17 per cent re- 
mains for further study. This balance 
ignores the cyclical depreciation which 
is operating in minor parts of these 
items but which periodically is wholly 
removed, and averages less than 50 per 
cent of its possible maximum in 4 
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A NEW DEPRECIATION FALLACY 


growing property. Its cycles are much 
shorter, of course, than the useful life 
of the units with which they are con- 
nected. 

The remaining adjustments needed 
before reaching the final ceiling of ex- 
isting depreciation are less subject to 
mathematical analysis. Included are 
the effects, previously referred to, of 
“negative” depreciation, occurring 
when a supposedly old unit is given a 
new lease of life through association 
with new units. Distribution copper 
is also a factor because of its stable 
character and sustained value. In 
some cases its present salvage value 
may be greater than its original cost. 

An extensive underground conduit 
system is not adequately provided for 
in the prior deductions in this compu- 
tation, nor are some of the character- 
istics of modern, fireproof buildings 
used for office, storage, and other pur- 
poses. The writer recently visited a 
building which he operated as a power 
station thirty-five years ago. It was 
then about twenty years old. Thirty 
years ago it ceased to be used for 
power purposes and was converted, 
without radical structural changes, 
into a service building. Although its 
present age is beyond that commonly 
assumed for useful life in straight-line 
depreciation computations, it now 
shows less signs of deterioration than 


e 


when it was used as a power station. 
A final and still less definite factor is 
the conviction of utility operators, 
backed by experience, that nonphysical 
depreciation tends to develop more 
rapidly in the later years of useful life. 


HE net effect of these rather elu- 
sive factors is further to reduce 
the depreciation ceiling below the 17 
per cent previously determined. It 
tends to confirm the statement that 
existing depreciation from “causes 
known to be in current operation” is 
only about one-half that evolved by re- 
serve requirement computations. And 
it is such depreciation that is recog- 
nized by existing law as a factor in 
rate base determinations. Again, it is 
conceded that provisions for future re- 
tirements from causes now unknown 
might well be made. A prudent man- 
agement will consider itself bound to 
make such provisions, perhaps to an 
extent substantially exceeding the ceil- 
ing herein derived. But, in so doing, it 
should distinguish between _ their 
known and unknown components. 
The impulse arises to comment 
further about useful life; but let us 
confine our present discussion to one 
phase to which brief references have 
already been made. The known facts 
about useful lives in the past are the 
only direct evidence we have as to use- 


clude only ‘causes which are known to be in current oper- 


q “In defining depreciation the new accounting systems 1n- 


ation,’ presumably with appreciation of the meaning of this 
limitation. A hurricane, a carelessly dropped match, and a 
drunken driver are not within the category of such causes. 
While it ts prudent to provide for such contingencies, they 
do not involve depreciation as defined, and they certainly do 
not accrue uniformly.” 
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ful lives in the future, against which 
provisions are now being made. If we 
were now dealing with the same kinds, 
sizes, and types of equipment as we 
have retired in the past, the job would 
be comparatively simple. Corrections 
would, of course, be required. for 
property and community growth and 
changes in the habits and ideals of 
customers, actual and prospective. 


HE “if” does not fit, however. 
There have been radical changes 
in a very large proportion of utility 
equipment and appliances. The pur- 
poses of these changes include greater 
ruggedness and resistance to the exac- 
tions of service, easier and simpler re- 
pairs and adjustments, added protec- 
tion against the ravages of lightning, 
weather, and general deterioration, 
and improvements in efficiency. These 
changes have been so far-reaching that 
only a minor part of electric power 
property remains unaffected. Most of 
them have been so recent that we have 
only negligible records of the retire- 
ments of the equipment involved. 
Among the things in which impor- 
tant changes have been made in recent 
years and which have so far yielded 
no illuminating data on useful life are 
high-pressure and temperature boilers, 
turbines, and their auxiliaries which 
comprise a very large proportion of 
modern power stations; high perme- 
ability, wound core transformers; cus- 
tomers’ meters; newer types of street- 
lighting equipment; lightning arrest- 
ers; impregnated pine poles (distin- 
guished from butt or surface treated) ; 
and types of switching equipment and 
relays associated with high-voltage 
transmission. Such items make up 
more than 50 per cent of the depreci- 
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able property in a modern electrig 
power system. 


P opestepe the effects of extremely 
high pressures and temperature 
on the life of equipment are still un 
certain, it is expected that the large 
resulting gains in efficiency will justif 
any life sacrifices which skillful desig 
cannot overcome. Improvements ; 
lightning arresters have not only pro 
longed their lives but also those of 
transformers, meters, and customers 
appliances for which they offer muc 
better protection. Without furthe 
illustrations, it can be confidently stated 
that the net effect of these modern de 
signs is to increase useful life, but to 
an extent not yet determined. 

There is the further fact that the 
units installed in recent years are so 
much larger, with growth in volume 
of business, that they cannot economi 
cally be “fired” from their jobs because 
of inadequacy as were many of thei 
predecessors. The recorded lives of 
the latter may, therefore, be mis 
leading. In other words, past experi 
ence with useful lives is not a safe 
guide for the future. After all pos 
sible adjustments and allowances 
which engineering skill can provide 
it is still too unreliable as a basis fo 
reserve requirement computations 
particularly if they are intended as 
factor in findings of fair value. 


b Secs concluding point in this re- 
serve requirement discussion re- 
lates to the assumption that the present, 
radically changed method of comput 
ing annual depreciation should be ap 
plied retroactively to all past years i 
which existing property was in service. 
Even if we had been. reconciled to the 
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Price Changes over Twenty-five Years 


“,. the sum of money that would have bought 500 feet of No. 6 weather- 

proof wire twenty-five yars ago, would have bought 1,500 feet ten years 

ago, but will buy only 1,000 feet now. These changes have all occurred 

within the life history of existing lines. Other price changes have been 

less violent. But their over-all effect introduces a serious error in reserve 
requirement computations.” 





straight-line method in all those past 
years, it is hardly conceivable that 
present ideas as to useful life would 
have then prevailed or that any ideas 
regarding it would have remained 
stable for any long period of time. 
When the utilities were recently re- 
quired to recast their investment ac- 
counts and to separate “original cost’’ 
from the rest of the recorded figures, 
they were emphatically told by regu- 
latory authority that they must accept 
the original entries, however incon- 
sistent they might be with present ac- 
counting methods and even if they 
were obviously erroneous. The writer 
recalls a case of the purchase many 
years ago of an electric property from 
a local owner who had operated it in 
combination with an extensive lumber 
business. When poles were needed for 
the electric lines they were cut in the 
near-by timber lands without charge 
other than possibly for direct labor. 
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These and other errors resulted in an 
understatement of the “original cost” 
of this property by about one million 
dollars. In spite of such situations, it 
is not permissible to alter past records, 
at least if they were reasonably con- 
sistent with the practices of their time. 


— proposed reserve requirement 
procedure, with its retroactive ap- 
plication of recently established ac- 
counting methods, is directly contrary 
to and in violation of this definitely 
prescribed rule. The propriety of past 
accounting practices is the issue in 
both cases. In one they are accepted 
as controlling; in the other they are 
ignored. 

Admittedly, both procedures may 
assist in the furtherance of cer- 
tain regulatory or individual aims 
toward lower rates or other changes in 
the utility picture. Yet, if either or 
both are in error, or if they are incon- 
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sistent with each other, they should not 
both become established cogs in our 
regulatory machinery. 

The case against the reserve require- 
ment theory as a measure of existing 
depreciation may be summarized as 
follows: 

(1) It assumes uniformity in the 
progress of depreciation or loss of 
usefulness and a corresponding uni- 
formity in loss in value. This is con- 
trary to industry-old experience and 
the findings of the courts. 

(2) It assumes a knowledge of the 
ages of property units. This is usually 
unknown except as to certain large 
units. 

(3) It assumes that the ages of 
large groups of like units can be de- 
termined by finding the ages of the 
dollars invested in them. The age of 
the dollars is not the same as the age 
of the property where there have been 
wide variations in prices, as has been 
the case in the past. 

(4) It assumes a knowledge of the 
ultimate useful life of present units, 
based on past experience with units 
performing like functions but hav- 


ing distinctly unlike characteristics 

(5) It requires a retroactive appli- 
cation of present accounting methods 
which are widely different from those 
in effect in past years under full regu- 
latory authority. 

(6) It requires a procedure which 
is directly contrary to and inconsistent 
with established accounting methods 
applicable to historical property cost 
records. 


[’ the assumptions and_ reasoning 
which form the basis of this reserve 
requirement theory as set forth herein 
continue to bob up in rate cases in spite 
of their vulnerability, opportunities 
for judicial review should be sought 
without delay. As a practical matter, 
in the light of the recently proposed 
“ceiling” on utility rates, any discus- 
sion of property values in rate cases 
would appear to be largely academic, 
at least for the duration. The applica- 
tion of such theories could serve only 
to destroy the remaining incentives to 
efficient operation and continued ade- 
quate service in support of the war 
effort. 





The War against Inflation 


“~— excess purchasing power were siphoned off, either 
through taxation or through government bonds pur- 
chased from real savings, no over-all price and wage ceilings 
would have been necessary. All that would have been needed 
was selective price fixing and rationing of a few necessities. 
Yet, by default rather than by any reasoned or deliberate 
choice, we have been drifting to the alternative course of al- 
lowing purchasing power to grow, but trying to counteract its 
effects by universal ceilings on prices and wages. This is a 
course which, if persisted in, can only lead to an ever-widening 
circle of rationing, an ever more thorough and elaborate sys- 
tem of governmental control, ending with a rationing of labor 
itself and a compulsory freezing of men in particular jobs.” 
—EDITORIAL STATEMENT, 
The New York Times. 
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Democracy and 
—In Peace 


Free Enterprise 
and in War 


As admittedly necessary steps are being taken toward central- 
ized control over the nation’s economy, this author raises the 
question as to what steps are being taken or can be taken to 
insure the preservation of American traditions of free enter- 
prise and democratic privilege now and in the post-war era. 


By J. B. HILL 
PRESIDENT, LOUISVILLE & NASHVILLE RAILROAD COMPANY 


men’s minds. The form of future 

civilization is at stake. It is more 
than a group of nations fighting each 
other ; it determines the form of future 
existence—that is, whether men shall 
be free under democratic government, 
where they have a voice in determining 
its form, or under a dictatorship where 
no such determination is permitted. In 
short, whether men shall live under 
laws which they prescribe or under the 
will of ruling men—whether free men 
or slaves. 

We of this nation are offering our 
children and our very all to sustain a 
government of laws and not of men. 
Assuming that our cause shall ulti- 
mately prevail, albeit after heart-rend- 
ing sacrifices whose hideous shadows 
most of us but as yet vaguely discern, 
it is well now to consider how well 


4 \HE present war is uppermost in 
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democracy has functioned and what in 
the future may be demanded or can be 
expected of it. 

We may presently ask: 

How has democracy functioned in 
war? 

How well did it function in prewar 
peace times? 

Must more be demanded of it to ulti- 
mately survive ? 

Great wars are now international in 
their scope. Their imminence is gen- 
erally anticipated by those in high gov- 
ernmental authority long before they 
are sensed by the general public. This 
is unavoidable because diplomacy to 
deal with their problems must fre- 
quently be secretly pursued. The action 
of enemies makes prompt, opposing de- 
cisions imperative. Both wise and quick 
decisions cannot be obtained from the 
public because it is impossible for the 
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public to obtain and digest full infor- 
mation on which decisions are based, 
nor has it the capacity to make wise de- 
cisions quickly. Again, information on 
which decisions must be formed must 
be withheld from the public as from 
the enemy. Democratic forms of pro- 
cedure must necessarily then give way 
to centralized authority. 


HIs has been done in the present 

war until our Chief Executive has 
almost unlimited power. Even then the 
problems are so intricate, so vast, that 
authority must be delegated to admin- 
istrative bureaus. These vie with each 
other for expansion and authority and 
at best create much confusion and in- 
efficiency. Centralized authority, so 
delegated in emergencies, is not always 
effectively used because of the effect on 
public opinion and resultant political re- 
actions. Witness, for example, the 
slowness in conversion of our economy 
from a peace- to war-time basis; the 
lack of coordination between the Army, 
Navy, and Air Forces; the feud be- 
tween Army and Navy and WPB over 
control of essential war materials; the 
arguments which ensue over the con- 
tinuation during war of certain peace- 
time bureaus and their activities; the 
pursuit of labor for greater benefits; 
strikes ; excess profits ; and many other 
disturbing factors. These things are 
mentioned, not primarily as a criticism 
of our present executive, but to point 
out a weakness of the democratic proc- 
ess in times of war. Conceivably, the 
lag between the necessity for decisive 
action and performance could be so 
great as to result in disaster. It becomes 
clear, therefore, that democratic forms 
in times of war are necessarily dis- 
carded because of their inefficiency. 
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Even then the resultant government js 
frequently far from satisfying. 


‘ \ J HAT about democracy in prewar 
peace times? Let’s briefly view 


our situation. Those who fostered the 
Declaration of Independence and 
fought the Revolutionary War were 
striving to free themselves from arbj- 
trary power and rule. This is the same 
principle that urged us into the present 
fight. Those who wrote the Constitu. 
tion were somewhat wary of trusting 
too much the wisdom of the general 
public. Our representative form of de. 
mocracy was the result, whereunder 
certain checks and balances were insti- 
tuted through a division of control 
among the legislative, the executive, 
and the judicial. Many amendments 
since the original document have re- 
sulted in a democratizing process that 
makes the representatives of govern- 
ment more directly susceptible to mass 
influence. The direct election of United 
States Senators, the manner of electing 
a President, the influence brought on 
the Supreme Court by Congress and 
the Chief Executive, the organization 
of aggressive minorities affecting the 
actions of legislators, the swapping of 
local favors by Congressmen—all these 
things and more have placed the masses 
more in control of the machinery of 
government and the direction of its 
policies. 


N the meantime, the industrial and 

urban age has replaced the simple 
problems of rural economy. The enor- 
mous growth of business, individual 
and corporate, the organization of la- 
bor, the development of transportation 
and communication, problems of 
health, sanitation, education, and the 
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DEMOCRACY AND FREE ENTERPRISE—IN PEACE AND IN WAR 


general welfare, domestic and inter- 
national, have necessitated administra- 
tive bureaus to deal with the immense 
and complex problems of government. 
These things are no longer local. The 
individual voter cannot possibly be well 
informed on all matters relating to 
government ; they are too difficult and 
intricate for his necessarily limited un- 
derstanding. Hence his servants in gov- 
ernment are removed from his intelli- 
gent appraisal and he selects them on 
abasis of emotional or partisan appeal 
rather than on their ability and fitness. 
Administrative bureaus continually 
multiply and enlarge and even influence 
legislation and governmental policy. 
They may be instituted by but are far 
removed from direction by the com- 
mon man. When voting strength be- 
tween parties is fairly evenly divided, 
temporary reforms are conducive to 
abolishing abuses of power. On the 
other hand, changes in governmental 
control frequently mean changes in a 
purposeful policy, which, if govern- 
ment is to be efficient, requires studied 
and unbroken continuity of effort. 
Under all conditions, therefore, much 
unreasoned action is, to put it mildly, 
predictable. 


Phase industrial development of this 
country is greater and has been 


faster than any place on earth. Even 
to partially and intelligently control 
and regulate it through governmental 
processes requires able and expert 
talent—unselfish legislators who shouid 
have a wide understanding of business 
and the economy of government which 
are entrusted to them to direct and con- 
trol. Rarely is such wisdom in posses- 
sion of our elected representatives, nor 
can they obtain it in a too short tenure 
of office. Worst of all, however, is our 
casual selection of them. They are, 
with some notable exceptions, all too 
often chosen not because of qualities 
of statesmanship but for the most part 
on personality, the ability to talk well, 
a willingness to promise the “have 
nots” a greater distribution of wealth, 
a greater security, a more abundant 
life. Since there are more “have nots” 
than “haves,” the complicated business 
of government and industry is indirect- 
ly, gradually, and sometimes violently 
succumbing to the paralyzing influence 
of ignoramus mass control without re- 
sponsibility. If unchecked it can only 
mean the destruction of enterprise, the 
slowing of progress, and ultimately 
the destruction of democracy itself. 


NE has but to visualize the waste 
and inefficiency in government, 
whether it be local, state, or national, to 
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has been faster than any place on earth. Even to partially 


q “THE industrial development of this country is greater and 


and intelligently control and regulate it through govern- 
mental processes requires able and expert talent—unselfish 
legislators who should have a wide understanding of busi- 
ness and the economy of government which are entrusted to 
them to direct and control. Rarely is such wisdom in pos- 
session of our elected representatives, nor can they obtain it 


in a too short tenure of office.” 
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realize that dangerous trends are being 
created. These things were not so vital- 
ly important while we were competing 
in merely a commercial way among 
ourselves and with other nations. Now, 
however, the commercial phase is al- 
most supplanted by the competition of 
war, with preparation for it, with its 
conduct, with armament production. 
Our status as free men and as a free 
nation is at stake. We must be efficient 
to remain free. We cannot be efficient 
unless we mend our ways. 

Clearly, then, democracies are in- 
efficient in both war and peace. Their 
survival as presently administered is 
questioned. One may ask: “Do you 
favor the substitution of some other 
form?” Decidedly not. Only under 
some form of democracy can freedom 
for the individual exist, and this, above 
all else, is to be preserved. What I am 
urging is that we govern ourselves 
more intelligently and that we require 
a higher standard of those who repre- 
sent us. This will demand of us a keener 
appreciation of the blessings of liberty, 
a more understanding concept of gov- 
ernment, a greater interest in the busi- 
ness of government, and a more un- 
selfish attitude in solving the vexing 
problems of humanity. 


N°? discussion of democracy can get 
far without a consideration of 
private enterprise or the profit motive. 
Some refer to it as the profit system. 
More appropriately it is a profit and 
loss system. We in industry have been 
but poor salesmen for that system by 
whatever name called. Although our 
government’s adoption of it has given 
to the masses more physical comfort, 
more freedom, more promise for an 
improved future welfare than any 
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other governmental policy has ever 
given, still we have let malcontents 
falsify and abuse it. We have not 
fought back, but worst of all have not 
affirmatively and constantly kept its 
merits before the common man nor im- 
bued our youth with its blessings and 
promise. Capital is the great creator of 
our industrial age; it is the power be- 
hind the unparalleled progress of our 
nation during the last century and a 
half. It is the excess production over 
consumption which, if applied through 
research, invention, and ever-increas- 
ing technological development, offers 
promise to improve the lot of the aver- 
age or common man to a degree but 
heretofore only distantly approached. 


HE President has mentioned as a 
desirable goal the four freedoms: 
freedom of speech, of worship, free- 
dom from fear, from want. The first 
two are rights provided by the Consti- 
tution and are well understood. The 
second two are difficult of definition 
and even more difficult of accomplish- 
ment, requiring as they do individual 
responsibility, obligation, and effort. 
Again, the second two are affected by 
the action of our enemies. They also 
operate in spheres beyond the purpose 
or mere edict of government which at 
most should be called upon only to pro- 
vide equal opportunity to the individual 
to attain their fulfilment. Others have 
pointed out the omission from the four 
freedoms—the all important one, free- 
dom of enterprise, which in the 160 
years of this republic’s existence has 
given the world an unparalleled prog- 
ress, The editor of Nation’s Business 
refers to a summation by a great stu- 
dent as follows: 
Our rulers can best promote the improve- 
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DEMOCRACY AND FREE ENTERPRISE—IN PEACE AND IN WAR 





—— 


Waste and Inefficiency in Government 


66 O= has but to visualize the waste and inefficiency in government, 

whether it be local, state, or national, to realize that dangerous 

trends are being created. These things were not so vitally important 

while we were competing in merely a commercial way among ourselves 

and with other nations. Now, however, the commercial phase 1s almost 

supplanted by the competition of war, with preparation for it, with its 
conduct, with armament production.” 





ment of the nation by strictly confining them- 
selves to their legitimate duties, by leaving 
capital to find its most lucrative course, 
commodities their fair price, industry and 
intelligence their natural reward, idleness 
and folly their natural punishment, by main- 
taining peace, by defending property, by 
diminishing the price of law, and by observ- 
ing strict economy in every department of 
state, 


5 haw scientist is telling us that the 
exigencies of war have created 
pressures and sped development to 
such a degree that he is now looking 
back on 1940 as antiquity. He is ask- 
ing for all the freedoms which will en- 
able him to banish waste and enthrone 
eficiency and thus do more to better 
the lot of mankind than the self-styled 
hbor leaders, the starry-eyed reform- 
tts, and government uplifters, past, 
present, and future, all rolled into one. 

Oh, what promise and wonders the 
future holds if representative democ- 
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racy can only be saved and free men 
can continue their upward progress! 

Only, however, under a democracy 
where freedom and opportunity stimu- 
late and reward the initiative and abil- 
ity of each and every individual ac- 
cording to his merit, can we hope for 
such progress and the highest good to 
mankind in general. 

All leaders of men must realize these 
truths. They must teach the masses, 
and must themselves squarely live up 
to the principle that there should be no 
harmful conflict between capital and 
labor, but that both are as essential and 
complementary to each other as power 
to the machine. 


es this ghastly war is over, the 
problems of peace and recon- 
struction will test the probability of 
mien remaining free and the ultimate 
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progress of our nation and its peoples. 
Clear it is, however, that democracy 
to survive must function more efficient- 
ly, and capitalism or private enterprise 
to survive must have its merit better 
understood and appreciated by the 
masses. If the creation and distribution 
of wealth prior to the New Deal were 
sound in principle and need only im- 
provement without radical change, that 
fact must be made clear to the masses. 
If there be a better democratic method, 
its understanding and adoption cannot 
be too long delayed. 

These are the problems of leadership 
and on businessmen in general rests 
the fateful responsibility to light the 
way to their solution. 


ust a word about railroads under 
our democracy. They have in re- 
cent years not fared so well. Whether 
this be the result of sins of omission 
or commission, the activities of politi- 
cal demagogues, new competitive forms 
of transportation, or other causes, need 


not be determined here. Sufficient it js 
to say that their present affluence is 
temporary and wholly the result of war 
traffic. With the ending of the war, 
their competition promises to be great- 
er and better organized, and their prob- 
lems magnified. Undeniably they have 
proven their necessity and worth dur- 
ing war. They will remain also essen- 
tial in times of peace, whether private- 
ly or governmentally owned or oper- 
ated, and whether their essentiality is 
so readily apparent. Railroad managers 
likewise have done a poor job in selling 
the merits of our industry to the pub- 
lic. 

We have done even worse in our 
labor relations. Not only must we aspire 
to and deserve a higher place in public 
opinion but with labor leaders and our 
employees we must try to prove such 
mutuality of interest as will sustain us 
as a private enterprise against govern- 
ment ownership and control and in 
competition with strong and rapidly 
growing adversaries. 





Anti-inflation Weapon 


* hee cannot, by themselves, win the battle against tn- 

flation. The battle must be fought with determined and 
coérdinated effort on many fronts. Taxation can be fully ef- 
fective in this battle only if it is accompanied by restraint and 
self-denial in other fields. Nevertheless, taxation by itself can 
make the price situation more controllable and less dangerous 
than it otherwise would be, and it is an essential anti-inflation- 
ary weapon that must be used to the utmost. 

“Inflation has been well described as ‘the ruthless process 
whereby sacrifice is imposed inequitably upon a people who 
have lacked the unity, the courage, and intelligence to impose 
that sacrifice equitably upon themselves. It is for us to show 
that we have the unity, the courage, and the intelligence to 
check inflation now.” 

—Henry MorGENTHAU, 
Secretary of the Treasury. 
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A Plea for the Stockholder 


Dangers which would arise, in the opinion of the author, in 

simplification of capital structures from any general application 

of the SEC “Jacksonville Gas formula,” resulting in the elim- 

ination of the common shareholder's interest on the theory that 
it is “wholly without equity.” 


By HARRY H. FRANK 


HE initial steps marking the be- 
ginning of great revolutions fre- 


quently are taken unobserved. 
This is the observation of a thoughtful 
historian of political revolutions. The 
same observation may be made with 
respect to important departures in the 
law. 

New ideas develop and new methods 
are proposed, but it is not until they 
are adopted in some form that their 
advantages appear. Once their advan- 
tages become apparent the applicability 
of the new method or plan to many 
other situations immediately becomes 
apparent and results in a wide and gen- 
eral application of a rule or method 
originally used only as a new departure 
in special circumstances. 

It is thought that the foregoing ob- 
servations derive special force from the 
immediate effects springing out of the 
recent decision by Judge Louie W. 
Strum of the Federal court in Florida 
in the matter of Jacksonville Gas Com- 
pany and American Gas & Power Com- 
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pany,’ (S.D. Fla.). The Jacksonville 
Gas Company, in operation in its local- 
ity for more than a generation, and at 
one time the principal instrumentality 
for its kind of service to the district in 
and about Jacksonville, encountered 
early competition from the then newer 
electric companies. It apparently never 
seemed able to adapt itself to the new 
form of power and light developments. 

At any rate, for years that company, 
either by reason of its adherence to its 
own original methods, its character of 
management, or its financial structure, 
found itself in difficulties and with an 
ever-increasing load of obligations. Its 
managers, stockholders, and directors 
attempted on their own initiative to find 
ways and means of escaping from the 
effects of their overloaded capital 
structure. Failure along this line on 
their part finally led to the application 
of the company for relief under what 
was at the time supposed to be a revolu- 


145 PUR(NS) 193 (digested in Pustic Utm- 
ITIES FoRTNIGHTLY, Oct. 8, 1942, p. 523.) 
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tionary procedure, and certainly was a 
new idea—the method provided for 
debtors in difficulties by § 77-B of the 
Bankruptcy Act. 


a 1935 the Jacksonville Gas Com- 
pany proceeded to become reor- 
ganized under § 77-B, but even after 
that drastic operation did not appear 
to be able to struggle under its load and 
meet the effect of the competition of 
the electric companies, which were ever 
a threat against its continued existence. 
In these circumstances the company, 
on its own initiative, and on its own be- 
half, filed an application with the 
Securities and Exchange Commission 
for relief. It did this apparently be- 
cause after considering § 11(e) of the 
Public Utility Holding Company Act 
of 1935 and § 11(b) of the same act, it 
came to the conclusion and was advised 
that the provisions of this act afforded 
a quick, inexpensive, and comprehen- 
sive method. This method was believed 
to be far in advance of the remedies 
afforded under § 77-B of the Bank- 
ruptcy Act (which in its experience had 
failed to prove satisfactory). It de- 
cided again to reorganize and this time 
to make a drastic cut in fixed obliga- 
tions, so that its basic capitalization 
would bear a more definite relationship 
to its assets and to the earning power of 
the company. It hoped for a freer 
financial structure leading to some ade- 
quate return upon the amount of capi- 
tal found to be actually at work in the 
company.® 


Se plan proposed provided for the 
formation of a new corporation 
with the capitalization of earning 
power of the property as the basis of 
valuation for the reorganized company, 
The commission set the earning power 
of the company, before payment of 
Federal taxes, at $210,000 annually, 
and upon this income, capitalized at 8 
per cent, reached a valuation of the 
company of $2,625,000, compared with 
a total capitalization and book surplus 
of $6,161,557. 

The plan approved provided that the 
new company would issue to the pres- 
ent company $1,745,000 (50 per cent 
of the present principal) first mort- 
gage 5 per cent bonds and 36,448 
shares of common stock (par value 
$25 per share) carrying the voting 
power of the new company. All of the 
new bondsand 34,900 shares (95.76 per 
cent) of the new common stock went 
to the first mortgage bondholders of 
the old company, while 4.24 per cent of 
the new stock was distributed to the 
holders of the debentures and income 
notes in the old company. Nothing went 
to the old common stockholders. 

When the application of the com- 
pany was filed with the Securities and 
Exchange Commission the whole situ- 
ation surrounding the company’s finan- 
cial structure was apparently thorough- 
ly canvassed by the various counsel of 
distinction. These appeared not only 
for the commission but for the com- 
pany and for what may be termed its 
holding company, the American Gas & 





2 The facts of the Jacksonville Gas Company 
Case briefly are as follows: The commission 
had before it a company whose long-term debt 
aggregated $5,498,231, about twice the actual 
value of its assets. In fact, the first mortgage 
holders had coming to them alone nearly twice 
the actual value of the company. The commis- 
sion found that the holders of the common 
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stock of the company were wholly without 
equity since they were in the fourth level down 
from those having first call on the assets. The 
commission, in order to effect a swift and 
economic redistribution of the voting powers 
in the creditors, whom it found to be the real 
owners, approved the plan proposed by the com- 
pany. 
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Power Company, and for the trustees 
under its first mortgage, the trustees 
for subsequent debentures issues, and, 
lastly, the stockholders of the utility 
company. 


F inie who even gives a cursory 
reading to the exhaustive and 
thoughtful findings and opinion of the 
commission will realize that the com- 
mission itself reached the conclusion 
that the application of the Jacksonville 
Gas Company opened up a new vista in 
the field of corporate reorganization, at 
least in so far as utility companies are 
concerned. 

The reasoning of the commission 
was, briefly, as follows: 

Section 11(a) of the act makes it a 
duty of the commission to examine the 
corporate structure “of every regis- 
tered holding company and subsidiary 
company” to determine “the extent to 
which the corporate structure of such 
holding company system and the com- 
panies therein may be simplified .. . 
(and) voting power fairly and equi- 
tably distributed among the holders of 
securities thereof...” appropriate to 
the operation of an integrated public 
utility system. 

After discussing the findings of 
various appraisers, the commission, 
even in a generous treatment of find- 
ings, was forced to the conclusion that 


the assets of the company were in the 
neighborhood of 50 per cent under its 
secured indebtedness and this on the 
basis of an adequate interest return. 
The commission reasoned that there 
should be a drastic reduction in the 
amounts of all fixed charges and a re- 
distribution of control and manage- 
ment, now the results of common stock 
voting power and control. To effectu- 
ate this purpose the commission rea- 
soned that a new corporation should be 
formed, new securities issued and dis- 
tributed in an amount to represent the 
real value of the securities outstanding ; 
that the common stockholders be de- 
prived of their stock and voting power ; 
and that that voting power be placed 
with the security holders in such form 
that they could not, by redistribution of 
stock, bring about again the evils which 
the commission found had resulted in 
the financial distress of the company. 


A the commission expressed it, “a 
mere shift of voting control to 
the senior security holders, leaving the 
existing capitalization unchanged, 
would leave outstanding a common 
stock with neither value nor voting 
power, and debt securities which could 
never be paid off. Such a shift, leaving 
the existing capital structure intact, 
would do only part of the job required 
by § 11.” 


whereby an administrative agency, after a full and open 


q “_.. the Jacksonville Gas Company Case establishes a plan 


hearing, may submit to a Federal court a plan of reorganiza- 
tion reducing the indebtedness of a company to inject value 
into its stock and then redistributing that stock so that the 
creditors, whom the commission finds to be the real owners, 
replace the stockholders, found to be wholly without equity.” 
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Thus the Jacksonville Gas Company 
Case establishes a plan whereby an ad- 
ministrative agency, after full and 
open hearing, may submit to a Federal 
court a plan of reorganization reducing 
the indebtedness of a company to inject 
value into its stock and then redistribut- 
ing that stock so that the creditors, 
whom the commission finds to be the 
real owners, replace the stockholders, 
found to be wholly without equity. 

Judge Strum, speaking for the Fed- 
eral court for the southern district of 
Florida, followed the reasoning of the 
commission and upheld the plan which 
it had approved, and thus passed a 
milestone on the road to the develop- 
ment of the law affecting public utility 
companies, particularly with respect to 
the Holding Company Act of 1935. 

It will doubtless be agreed that the 
Jacksonville Gas Company Case pre- 
sented in all its features a unique case 


calling for the relief afforded it by the 
plan approved by the commission. The 
company, it was found, had in reality 
only about 50 per cent in actual assets 
of even its first lien obligations, with no 
prospect of being able to earn accre- 
tions or even earn enough to pay its 


current obligations and _ interest 
charges; and under the circumstances 
it is not to be wondered that the com- 
mission and the court found no diffi- 
culty in holding that the common stock- 
holders had no real interest in the com- 
pany. 

However, in doing so the com- 
mission and the court used language 
which might be said to indicate that the 
common stockholders, at least of utility 
companies, received but scant con- 
sideration. 

The term used was “wholly without 
equity.” 
DEC. 3, 1942 


7 what may have been a very 
proper finding with respect to the 
common stock and its voting power in 
the decision with respect to the Jack- 
sonville Gas Company should not, how- 
ever, go unchallenged or at least unre- 
marked. This is because of the impli- 
cations which may flow out of the de- 
cision in this case respecting the 
character and value of common stock 
and the rights of the stockholders. 

The importance of keeping in view 
what rights the ownership of common 
stock carries with it is emphasized by 
the prompt and widespread attention 
which the so-called “Jacksonville Gas 
formula” received in _ regulatory 
circles. No sooner was the decision in 
the Jacksonville Gas Company Case 
publicized than observations began to 
circulate about the plan being so effica- 
cious in its peculiar circumstances. In- 
evitably, the possibility of applying the 
“formula” to every other company, 
whether operating as a public utility 
(and, therefore, within the jurisdiction 
of the Securities and Exchange Com- 
mission), or whether it was an ordi- 
nary business corporation, was sug- 
gested. Enthusiasts seized upon it as a 
new panacea for the business world 
generally. 

Within the short space of time which 
has elapsed since the decision of Judge 
Strum in the Jacksonville Case, pro- 
posals are being made to Congress that 
the “formula” should be included in 
machinery for post-war aid and plans 
for the reorganization of business cor- 
porations in the United States. 


HE business world generally 
should weigh this agitation care- 
fully. Needless to say, that goes 
double for utility organizations. In a 
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Need of Original Stock Investment 


cory we reached a point in the evolution of business developed tn 

the United States that we have no more need of original stock 

investment? Can we really afford to slam the door in the face of ‘risk’ 

capital? To answer ‘yes’ to these questions is tantamount to saying that 

American enterprise has passed its zenith—that contraction rather than 
expansion will be the order of the future.” 





word, the Jacksonville “formula” is 
not always advisable. Perhaps it is 
only feasible when applied under the 
aegis of a commission. To establish a 
plan whereby small business houses 
may propose to a court the revamping 
of their special structure, and whereby 
they may hand over to the lien holders 
the property of the company and its 
management, and wipe out all of the 
value of the common stock and take 
away from the common stockholder 
his property, is fraught with multiple 
dangers. Not only the investor im- 
mediately involved but general public 
interest in responsible and efficient 
management of private enterprise is at 
stake. 

To put such a plan as this in opera- 
tion would be to lose sight of the origin 
of traditionally American business en- 
terprise. It is the common stockholder 
who frequently builds up a business to 
a point where its expansion requires 
that he give a first lien to the capitalist 
for the money necessary for his enter- 
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prise. It is the common stockholder 
who comes forward with his new in- 
vention or device and in exchange for 
the loan of capital to himself takes the 
common stock in lieu of other securi- 
ties. It is he who has the courage and 
confidence to look to the future for an 
adequate return on his property. He 
only wishes to continue to have control 
and management to the end that he may 
be able to work it out. 


HE bondholder who lends credit to 

these business companies, taking 
the lien of a mortgage on the properties 
of the company, does so with his eyes 
open and only after considerable and 
careful investigation of the assets and 
calculation of future profits. He 
should be said to be taking the same 
speculative risk with respect to the en- 
terprise as the common stockholder 
himself, and certainly it is fair to say 
that in making the loan he impliedly 
agrees that the voting power will re- 
main in the common stockholder and 
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the control and management of the 
company will be in his hands. 

In this respect, at least, his equity 
rises no higher than the common stock- 
holder. What the common stockholder 
really has is the ultimate ownership of 
the property—the right to manage it, 
and, incident to that right, the sole 
right of a voting power. It is well to 
consider, therefore, what a revolu- 
tionary step is involved in the pro- 
posals now being made to Congress 
seeking a solution to the financial woes 
of corporations hit by the war. It would 
mean an inundating wave of conserva- 
tive “mortgage management” washing 
out the holdings of more imaginative 
original entrepreneurs. It would mean 
an epidemic of “banker control.” Will 
the uncertainties and difficulties of 
post-war business operation require a 
more courageous type of industrial 
leadership than such a consolidation 
and, perhaps, concentration of capital 
holdings will be able to supply? 


| apa in the Jacksonville Gas Case a 
considerable argument might be 
advanced with respect to those com- 
mon stockholders whose rights are 
completely destroyed by the plan put 
into force. They bought the common 
stock as citizens of Jacksonville, rely- 
ing upon the fact that the company 
would continue to operate and at least 
that they might continue to have the 
hope that some time the management 
would make their common stock of 
considerable value. 

One is inclined to the thought that 
because it happened that a holding 
company, subject to the jurisdiction of 
the Securities and Exchange Commis- 
sion, owned 50 per cent of the common 
stock and was willing to admit that it 


DEC. 3, 1942 


had no value, other individual common 
stockholders (some of whom possibly 
were not even represented in the hear- 
ing) were the more readily deprived 
of their interest. They were foreclosed 
by the statement that the common stock 
was “wholly without equity.” After 
all, the stockholders had invested their 
money in that common stock. It repre- 
sented property as well as the potenti- 
ality of a voice in the affairs of a com- 
pany. Of course, in a situation such as 
the Jacksonville Gas Company, where 
50 per cent of the stock of the company 
was owned by a holding company, it 
would be readily admitted that a poten- 
tial voice in the affairs of the company 
possible to individual stockholders 
nearly approached zero. Yet the stock 
had some value to them. 


HE tendency in recent years (and 

certainly under the decisions of 
the Bankruptcy Court in reorganiza- 
tion under 77-B) is to treat with scant 
consideration the rights of common 
stockholders. If the Jacksonville 
formula is adopted as a general plan 
affecting all corporations, it would 
seem that the demise of the common 
stockholder would be speedy and cer- 
tain. 

Have we reached a point in the evo- 
lution of business developed in the 
United States that we have no more 
need of original stock investment ? Can 
we really afford to slam the door in the 
face of “risk” capital? To answer 
“ves” to these questions is tantamount 
to saying that American enterprise has 
passed its zenith—that contraction 
rather than expansion will be the order 
of the future. Is this the sort of faith 
we should have in America? Is this 
what we are fighting for? 
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The question should be asked: 
Would it be economically sound to 
adopt such a speedy and drastic remedy 
with regard to business generally 
throughout the United States? Would 
it not open the door to all sorts of 
frauds on common stockholders? For 
instance: In the practical conduct of a 
corporation a small minority of the 
outstanding stock commonly elects the 
directors and runs the company. Such 
asmall minority could readily, in collu- 
sion with the lien holders, put through a 
plan to wipe out all of the common 
stock on the theory of revamping the 
company. 


& Sense not only the property of the 
common stockholder but the con- 
fidence of the general public in common 
stock as an investment could be de- 
stroyed. Thus, mismanagement and 
exploitation of the common stock- 
holder by a management having a 
small investment in common stock of 
the company, working with or misled 
by the company’s creditors, could wrest 
control from the stockholders to its 
creditors. The old-time exploitation of 
common stockholders so easily dis- 
guised as “mistakes of business 
judgment” might rise again with re- 
newed boldness to plague the investing 


public. Indeed, investors might even 
discover, in some cases, that the old- 
fashioned “honest” errors of manage- 
ment had been liquidated in favor of a 
management not quite so innocent in its 
mistakes. 

It is feared that under war-born 
pressure an adequate opportunity may 
not be given for a proper consideration 
of these proposals. It is to be hoped 
that such proposals will not take the 
form of legislation without full hear- 
ings, with the opportunity of every in- 
terest to be represented at such hear- 
ings, and that every angle and phase of 
the question be thoroughly explored 
and the whole situation canvassed. The 
Jacksonville formula has a revolution- 
ary aspect, certainly as applied to busi- 
ness concerns generally. It is a de- 
parture from the old theory of the 
Bankruptcy Act which, while it may be 
somewhat dilatory and cumbersome, 
yet has behind it a wealth of years of 
experience and judicial ruling. It may 
be that a plan which is found to be 
quick and effective when worked out by 
an experienced and cautious regulatory 
commission would operate quite differ- 
ently from a plan concocted by various 
corporations throughout the country 
and presented on their own behalf to 
the courts. 





COV HILE the post-war world will need security, safety, promotion 
of the general welfare—things for which government may be 
relied on—what will be needed most will be those concomitants of lib- 
erty of human action: initiative, pioneering spirit, daring, risk-taking, 
enterprise, and the other contributions of the individual stirred to crea- 
tive action. These are not products of government; they grow only out 
of private enterprise. 


“4 growing recognition of the need for improved management tech- 
niques supplies one of the few hopeful features of a disordered world. 
If private enterprise ts stirred to action and stimulated to exercise those 
skills in management of which it is capable, there is some hope for recrea- 
tion of at least part of the loss which this war makes inevitable.” 


—Paut T. CHERINGTON, 
Partner, McKinsey & Co. 
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Wire and Wireless 
Communication 


N the first regular business day since 
long-distance telephone calls be- 
came subject to priority rating, the New 
York Telephone Company received pri- 
ority requests on November 2nd on 33 
calls originating in the city of New York, 
but in no case was it necessary to cut off 
a nonpriority call already in progress. 
In reporting these figures, a telephone 
company representative expressed doubt 
that the long-distance service out of New 
York would be very greatly affected by 
the priority system which became effec- 
tive on November Ist, by order of the 
Board of War Communications. 

As reason for his opinion, he pointed 
out that on the whole, day in and day 
out, the city’s long-distance boards— 
geared to a daily average of 57,000 out- 
going calls—are able to handle even the 
war-increased volume of calls without 
much delay, if any. Also, the public has 
helped by observing company requests to 
cut out trivial calls, and to try to make 
necessary private calls in the off-peak 
hours—noon to 2 p. M., 5 to 7 P. M., and 
9p. M.to9 A.M. 

The 33 priority calls in New York 
city on November 2nd were stipulated 
by the callers as meriting No. 2 or No. 
3 priority, which simply meant that they 
went to the head of the waiting list, if 
any, on their circuits. No. 2 priority 
calls require “immediate” completion for 
furtherance of national security or the 
war effort. No. 3 calls are the same, with 
the word “prompt” substituted for ‘“im- 
mediate.” 


No. 1 priority calls—for the comple- 
tion of which any but another No. 1 
call may be interrupted immediately— 
involve disasters, enemy danger, urgent 
troop movements, etc. 


MONG those having the right to ask 
for telephone priority are the Presi- 
dent, Vice President, Cabinet officers, 
members of Congress, Army, Navy, air- 
craft warning service, all public officials, 
foreign consular and diplomatic officers, 
civil defense forces, Red Cross, news- 
papers, press associations and communi- 
cations, utility and transportation indus- 
tries, and any essential war industries. 

The burden of asking for priority is 
on the caller. No caller is asked to state 
his priority, but when a caller does ask 
for one, the company accepts it without 
challenge. However, each month the 
names of callers and the priorities they 
requested are reported to the Board of 
War Communications, and violators are 
subject to punishment. 

As one means of impressing upon peo- 
ple the need for cutting down private 
long-distance calls to busy spots, the tele- 
phone company is checking in red the 
items listing the cost of such a call on 
a subscriber’s bill. Along with the red- 
checked bill comes a printed form re- 
minding the subscriber of the drive to 
cut down long-distance calls. 


ee a 


oT all the heroes in the United Na- 
tions’ Solomon islands’ invasion 
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WIRE AND WIRELESS COMMUNICATION 


are in the front lines manning guns and 
trading lead with the Japanese; many 
are in the Signal Corps. It’s the job of 
the Signal Corps and communications 
personnel in the units to maintain com- 
munication between all troops based in 
the Solomons, and on their shoulders 
| falls the task of laying telephone wires 
—sometimes under direct fire— repair- 
ing installations which in many cases 
have been deliberately destroyed by the 
enemy, and installing and operating both 
radio and telephone equipment. 

The Signal officer on Guadalcanal is 
Lieutenant Colonel Edward Snedeker of 
Greenville, North Carolina, and Benkel- 
man, Nebraska. It was one of Colonel 
Snedeker’s men, Private James D. Rob- 
erts, former Tiptonville, Tennessee, lino- 
type operator, who performed outstand- 
ing work even for the Signal Corps. 

Private Roberts has stuck to his 
switchboard through every shelling and 
bombing and was at his board recently 
when a 500-pound bomb fell just out- 
side the telephone exchange. Shrapnel 
from the bomb sprayed his board and 
one splinter severed a cord Roberts was 
about to plug in. As he reached for an- 
other line it came apart in his hand, hav- 
ing also been cut by the shrapnel. 

“T guess the reason I didn’t move was 
because I was too scared,” the twenty- 
year-old Marine said in explaining how 
he manned the board even after his nar- 
row escape. 

Private Roberts was at his post in a 
dugout when a Japanese night attack 
was aimed at the post. 

“There was a machine gun mounted 
atop our sand-bagged dugout and the 
Japs shot a rifle grenade into it, destroy- 
ing the position and killing one of the 
gunners. We could feel the explosion in 
the dugout and hear the sniping and ex- 
plosion of the mortars and grenades 
outside. I thought the Japs were coming 
right in the door so we posted armed 
guards just inside the door, draped a 
blanket over the key to keep the light 
trom shining outside, and awaited the 
attack.” 

The next thing Roberts heard was the 
patter of running feet above the dugout 
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and despite the fact that death or cap- 
ture was imminent, he stayed at the board 
putting calls through without interrup- 
tion. The people heard on the roof were 
Marines, however, who were replacing 
the damaged unit and the Japanese never 
got close to the dugout. 


NE member of the Signal company 
was killed during a bombing raid 
when a bomb damaged the radio shack. 
Despite the damage to equipment by the 
raid, Marine Lieutenant Sanford B. 
Hunt, Jr., former Newark, New Jersey, 
newspaper reporter and officer in charge 
of the radio equipment, had Guadal- 
canal back in radio contact with the out- 
side world within ten minutes. The 
bombing caused the first break in the 
steady flow of communications since the 
Marines landed on August 7th. 

It was the heroism of Corporal Wal- 
ter J. Burak of Pittsburgh, Pennsylvania, 
that enabled the raider battalion to with- 
draw from its advance position during 
a Japanese night attack in which an en- 
tire company of Marine raiders was cut 
off from communication with the main 
body of troops. Corporal Burak reéstab- 
lished communication by relaying 200 
yards of telephone wire which the Japa- 
nese had cut. He crawled along the ridge 
under constant enenzy sniper and light 
machine gun fire, dragging the roll of 
wire behind him. His feat enabled the 
company to direct an artillery barrage 
that halted an enemy attack on the posi- 
tion and allowed it to retire to a new 
position successfully. 


*x* * * *® 


Bie future of the extensive tele- 
phone systems by which horse-race 
bookmakers do the greatest part of their 
business began to look precarious re- 
cently as Mayor Fiorello H. LaGuardia 
disclosed that a plan had been worked 
out with the New York Telephone Com- 
pany to disconnect the gamblers’ service. 

The plan, the mayor said, after a visit 
to city hall by James W. Hubbell, tele- 
phone company president, calls for the 
police department to certify to the com- 
pany that certain telephones are being 
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used for unlawful business, and for the 
company then to unplug the telephones. 

The mayor indicated that both the 
police department and the company ex- 
pected to act on this with the greatest 
speed. Mr. Hubbell was not available for 
comment at the time, but the company 
had stated that it would disconnect 
gamblers’ telephones the moment the 
city officially requested it. 

The New York Telephone Company 
had previously asserted that it does not 
ask or want business from the organized 
gambling industry, and that it will “con- 
tinue” a policy of refusing service to and 
revoking service from bookmaking es- 
tablishments whenever asked to do so 
by law-enforcement authorities. 

The company’s statement was a reply 
to Mayor LaGuardia, who on November 
lst threatened to go to the company’s 
directors and stockholders unless he got 
“more codperation” in the matter of 
stripping big bookmakers of the tele- 
phone service so essential to their busi- 
ness operations. The statement said: 


In an effort to control unlawful use of 
telephone service it has been and will con- 
tinue to be the practice of the telephone 
company to coOdperate with the mayor and 
the police department in refusing service or 
in promptly disconnecting service already 
installed whenever requested to do so by 
the law-enforcement authorities. 

It must be recognized, however, that the 
company does not possess police powers 
either of investigation or law enforcement; 
that it is not possible to know the purpose 
to which every telephone installation may be 
put; and that in the absence of information 
indicating the facilities are to be used for 
illegal purposes the company is obliged 
by law to provide service without discrimi- 
nation. 

The company does not seek or wish the 
type of business to which the mayor re- 
ferred in his radio address yesterday. 


In his broadcast to the people on No- 
vember Ist, Mayor LaGuardia said: 


The more I get into this thing (investi- 
gation of gambling) the more I wonder if 
it is possible for such vast, extensive, com- 
plicated telephone service set-ups as have 
been found operating under these tin horns 
and gamblers and criminals and thieves to be 
operating without the knowledge of the 
New York Telephone Company. 
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eRe Board of War Communications 
on November 5th ordered tele. 
graph companies to refuse felicitation 
and congratulatory messages and to dis- 
continue all nontelegraphic services be- 
ginning December 15th in a series of 
steps to gear the domestic telegraphic 
industry more closely to the war effort, 

The BWC acted on information sup- 
plied it through an investigation con- 
ducted by the Federal Communications 
Commission. The BWC order provided: 

1. That the “office drag” (the interval 
between the time a message reaches the 
operating room and the completion of 
transmission) must not average more 
than seven minutes for at least 95 per 
cent of all messages received at the of- 
fice and in no case among the 95 per 
cent may the “drag” exceed fifteen min- 
utes. 

2. Present routing times for business 
messages to be delivered by messenger 
must be reduced by one-third. 

3. The FCC was authorized to develop 
a plan for revising the present priority 
system for handling urgent essential 
traffic, both governmental and nongov- 
ernmental, and to report on it to BWC. 

4. The FCC was asked to prepare 
standards of minimum use to control 
present and future installations of tele- 
printer equipment for telegraphic users. 

5. The FCC was requested to “formu- 
late basic principles for regulating the 
present and future leasing of telegraphic 
circuits to the end that no needed facil- 
ities shall be used for nonessential pur- 
poses.” 

6. The FCC was requested to study 
the possibilities for eliminating unnec- 
essary circuits, facilities, and offices. 

7. The FCC was requested to develop 
a plan for curtailment of the use of 
franks and deadhead messages and the 
elimination of “free service” messages. 

The portion of the order calling for 
discontinuance of nontelegraphic serv- 
ices said that it included messenger, er- 
rand, distribution, remittance, instalment 
payment, and shopping service sale of 
travelers’ checks, sale of mail money or- 
ders, and acceptance of express pack- 
ages, 
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HE order referring to discontinu- 
Bek of felicitation messages said 
that it included greetings for Christmas, 
New Year, Easter, Father’s day, Jewish 
New Year, Mother’s day, Thanksgiving, 
Valentine’s day, congratulations on the 
birth of a child, graduations, weddings, 
anniversaries, and birthdays. 

An exception was made for such mes- 
sages when addressed to American Ex- 
peditionary Forces. 

In addition, the board said it would 
receive objections to the order discon- 
tinuing nontelegraphic services and fe- 
licitation messages up to November 25th. 

The FCC was ordered to report to 
the board every three months upon “the 
current state of service being rendered 
by the telegraph industry, together with 
any recommendations for improvement 
of such service in the interest of the war 
effort.” 

The BWC prefaced its order with the 
statement that it had determined “that 
the national defense and security and the 
successful conduct of the war demand 
that immediate steps be taken to the end 
that the domestic telegraph industry shall 
be more closely geared to the war effort.” 

. ¢ & * 


ge thal ep broadcasters felt little 
change in their routines on Novem- 
ber 2nd as the facilities of 10 short-wave 
stations swung into operation under gov- 
ernment lease. The biggest change was 
in shuffling schedules to meet the coin- 
cident ending of summer time in some of 
the occupied countries of Europe. 
Two-thirds of the time leased from 
the 5 companies operating the 10 sta- 
tions will be used by the Office of War 
Information’s overseas division, headed 
by Robert E. Sherwood, and the remain- 
ing time will be used by the information 
department of the Office of the Co- 
ordinator of Inter-American Affairs, 
headed by Wallace K. Harrison, which 
will broadcast programs to Latin Ameri- 
can countries, according to an announce- 
ment by both offices on October 31st. 
The facilities of the 10 stations will 
serve as a nucleus in the government’s 
expanded program of short-wave broad- 


791 


casting which calls for the construction 
of 22 new short-wave transmitters. 

Under the terms of the government 
lease, the broadcasters are to continue 
operating their facilities, without profit, 
in return for which the government will 
pay the cost of operations. 

The government has arranged to build 
up certain of its short-wave programs 
in collaboration with the programming 
staffs of the Columbia Broadcasting 
System and the National Broadcasting 
Company, but program changes were ex- 
pected to be gradual. 

John F. Royal, vice president of NBC, 
said that “our contracts call for five years’ 
lease, but may be canceled by the gov- 
ernment before that period.” The con- 
tracts for the leasing of the transmitters 
have been signed by NBC, he said, and 
“we agreed to start working on program 
coordination at once while we continued 
to work out details of the programming 
contract.” 

ee 


TRIKING telephone workers were mo- 

bilized November 2nd and _ told 

either to work or be charged with “de- 
serting in war time.” 

The strikers were employed by the 
Anglo-Portuguese Telephone Company, 
which has a monopoly in Lisbon and a 
30-mile radius. They were placed under 
control of the military and were subject 
to the heaviest war-time penalty if they 
failed to resume service immediately. 


* * * * 


HE 10,000 members of the Oregon 
Federation of Women’s Organiza- 
tions, who like to talk as much as any- 
one, have decided to make a real sacrifice. 
They recently voted unanimously to use 
their telephones only for “essential” calls. 


* * * * 


MALL local telephone companies serv- 
ing less than 500 stations are exempt 
from filing complete data required by the 
Office of Price Administration under its 
recent regulation covering all proposed 
rate increases by public utility companies 
and common carriers. 
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Financial News 


Estimated 1942 Decline in Earn- 
ings Reduced One-half by 
Final Tax Bill 


EFERRING to the earnings table in the 
previous issue (page 730), the tabu- 
lation was continued on our regular 
monthly basis for convenient reference, 
but some of the figures may be subject to 
sharp revision as many companies 
change their earnings’ statements to the 
tax basis embodied in the final 1942 law, 
which was much less drastic in its effects 
than the previous House bill. 

Based on the House bill, it is estimated 
that the average electric power company 
would earn about one-quarter less for its 
preferred stockholders, and one-third 
less for its common stockholders, this 
year as compared with last; but under 
the provisions of the final law (which 
included a reduction in the normal and 
surtax rate from 45 to 40 per cent, and a 
credit of the surtax on preferred divi- 
dends paid), these declines will be ap- 


and 
Comment 


By OWEN ELY 


proximately cut in half. The estimates 
in the accompanying table were prepared 
by Standard & Poor’s Corporation. 


¥ 


Omnibus Corporation 


(Sixth of a series of brief articles on 
transit companies.) 


MNIBUS Corporation (originally in- 
O corporated in 1923 as the Chicago 
Motor Coach Corporation) is a holding 
company owning the entire capital stock 
of the Chicago Motor Coach, about 92 
per cent of Fifth Avenue Coach, and 
nearly 50 per cent of New York City 
Omnibus. The system operates bus lines 
in New York and Chicago. The invest- 
ment in the Gray Line Sight-Seeing 
Company of Chicago was sold at the end 
of 1940. Investments were carried as 
follows in the 1941 balance sheet : 

Chicago Motor Coach $2,750,000 


Fifth Avenue Coach 8,371,563 
New York City Omnibus ... 6,826,759 


e 


EARNINGS OF COMPANIES REPRESENTING 75 PER CENT OF THE 
ELECTRIC POWER INDUSTRY 


Net income before Federal income taxes 
Excess profit taxes 

Federal income taxes 

Net income 

Preferred dividends 

Balance for common 


Estimated 1942* ————— 


f : 
Actual Under House Bill** Under Final Law*** 
Earnings 


Per Cent 
Amount Change 


Per Cent 


1941 Amount Change 


(Mill.) (Mill.) From 1941 (Mill.) From 1941 


+1.4% 
+50.0 
+18.6 
—124 


—176 


+1.4% 
+50.0 
+45.0 
—24.5 


—34.8 


$628.5 
71.8 
260.7 
296.0 
116.3 
179.7 


$628.5 
71.8 
213.2 
343.5 
116.3 
227.2 


*Estimates give no effect to possible savings from filing consolidated returns, from the pro- 
vision for post-war fund, or from debt retirement at discounts. 
**Based on 45 per cent normal and surtax rate; and 90 per cent excess profits tax rate. 
***Based on 40 per cent normal and surtax rate, 90 per cent excess profits tax rate, and credit of 
surtax (16 per cent) on preferred dividends paid. 


DEC. 3, 1942 792 





The ¢ 
Coach 
was re 
reache 
of the 
of the 
| shar 
lf she 
motior 
supren 
of the 
Om: 
all tha 
sidiari 
of last 
curren 
payabl 
991 sh 
vertibl 
which 
paid ; 
stock, 
during 
In 1 
0 in. 
Coach, 
Omnib 
Avenu 
credite 
New 
years 1 
but “di 
equity 
ducted 
divider 
been a: 


1942 | 
end 

1941 

1940 


FINANCIAL NEWS AND COMMENT 


The company owes the Fifth Avenue 
Coach $4,499,865. On October 13th it 
was reported that an agreement had been 
rached with the minority stockholders 
of the Fifth Avenue Coach. Each share 
of the latter would receive in exchange 
| share of New York City Omnibus and 
1} shares of Omnibus Corporation. A 
motion was to be made in the state 
supreme court at New York for approval 
of the exchange as fair and reasonable. 

Omnibus Corporation pays out about 
all that it receives from the three sub- 
sidiaries ; cash and receivables at the end 
of last year were roughly equal to the 
current liabilities, including dividends 
payable. Capitalization consists of 61,- 
91 shares of $8 preferred stock (con- 
yetible into 3 shares of common), on 
which dividends have been regularly 
paid; and 624,383 shares of common 
stock, on which dividends have been paid 
during 1937-41. 

In 1941 the company received $437,- 
500 in dividends from the Chicago Motor 
Coach, $545,832 from New York City 
Omnibus, and $331,831 from Fifth 
Avenue Coach, but the latter amount was 
credited to reserve for investment in 
New York City Omnibus. (In previous 
years it had been credited to earnings, 
but “dividends received in excess of net 
equity in subsidiaries’ earnings” were de- 
ducted in earlier years.) Earnings and 
dividends on the common stock have 
been as follows in recent years: 

Earned per 


Share} Dividends 
1942 (twelve months 


{Parent company, nonconsolidated. 


Bee common dividends paid since June 30, 


prove 1940-41 the Fifth Avenue 
Coach Company paid out dividends 
substantially in excess of earnings, the 
deficit after dividends in 1940 amounting 
0 $430,361 and in 1941 to $594,588. 
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However, the company still had net cur- 
rent assets (largely in cash) of $802,933 
at the end of 1941. 

New York City Omnibus on the other 
hand has paid out less than its earnings, 
retaining surplus net income of $171,622 
in 1940 and $239,169 in 1941. That com- 
pany’s cash position at the end of 1941 
was only fair, however, net current as- 
sets amounting to $63,147. New York 
City Omnibus controls two separately 
operated subsidiaries, Eighth Avenue 
Coach and Madison Avenue Coach, both 
of which declared dividends in excess of 
net income in 1940-41 (June 30th years). 

Chicago Motor Coach also had a sur- 
plus after dividends, amounting to $107,- 
527 in 1940 and $151,955 in 1941. How- 
ever, the company had a weak current 
position at the end of 1941, current lia- 
bilities exceeding current assets by $229,- 
248. 

New York City Omnibus, as indicated 
above, has a slight majority of its com- 
mon stock outstanding in the hands of 
the public, though it is effectively con- 
trolled by Omnibus Corporation. For 
the twelve months ended June 30th, 
$3.50 a share was earned and for the 
calendar year 1941, $3.27. In 1941, $2.25 
a share was paid in dividends and this 
year $1.50 has been paid to date with the 
probability of another 50-cent declara- 
tion around the end of November. 

Omnibus Corporation is currently sell- 
ing around 4 on the New York Stock 
Exchange (range this year 6}-2}) and 
New York City Omnibus at 14 (range 
153-10}). With continuation of the 50- 
cent quarterly dividend rate, the latter 
yields over 14 per cent. 

New York City Omnibus has obvi- 
ously not shared to any great extent in 
the earnings gains of the transit indus- 
try, presumably because New York city 
has been less favored with war business 
than some other cities. However, third- 
quarter earnings showed a moderate gain 
over last year (70 cents v. 62 cents). 

Under a franchise agreement, the city 
can buy the company’s property and 
equipment in 1945, if desired, on indem- 
nity payments to be mutually agreed on, 
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as provided in the recapture contract. 
Current earnings statements do not de- 
duct the charge under the recapture con- 
tract. Considering the current price of the 
stock, it is thought that stockholders 
should not be adversely affected if the 
contract were put into effect in 1945. 

Basically the system picture appears 
sound and the fact that the company’s 
securities seem to lack market appeal 
at the moment, as compared with some 
other traction issues, may be due in part 
to the rather confused accounting pic- 
ture. There may also be some apprehen- 
sion regarding the impact of Federal 
regulations as to tires, gasoline, and bus 
operations generally, though thus far the 
local transit companies do not seem to 
have suffered. The Federal authorities 
recently ordered a general 15 per cent 
cut in bus mileage; this might be con- 
strued favorably, as permitting a cut in 
operating expenses, except that on some 
New York city bus routes traffic may be 
lost to subway or trolley lines if passen- 
gers have to wait too long for busses. 

The New York city subway system 
may, it is currently reported, grant a $1,- 
000,000 increase in pay and this has 
raised the question of an increased fare. 
However, a special law has been enacted 
by the legislature which requires a popu- 
lar referendum, hence the fare question 
is still very much of a political “hot 
potato,” and it seems dubious whether 
the present universal nickel fare will be 
raised by the New York city transit com- 
panies. 


9 


Associated Gas Compromise 


Plan 


Coe of the complications in the Asso- 
ciated Gas integration picture has 
been the question of the relative rights 
of the bondholders in the two top com- 
panies, AGECO and AGECORP. Tech- 
nically, AGECO bondholders had a very 
poor claim on system assets since their 
holdings in AGECORP (which in turn 
controls all subholding companies) con- 
sisted merely of bonds junior to those 
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held by the public, and stock (the latte 
being obviously worthless). However, 
the attorneys representing AGECO &. 
bentures have put up a strong fight for 
reopening of the Hopson “recap” plan 
of 1933. Voluminous testimony was 
taken, but the court encouraged repre. 
sentatives of both bondholders’ groups 
to seek a compromise, since otherwise 
litigation threatened to continue for 
years. A compromise plan was devised 
and presented to the court on November 
9th by the trustees of both companies, 
Recognition was given to the prior 
position of -the claims of Associated Gas 
& Electric Corporation 8 per cent bonds 
of 1940, entitling them to approximately 
102.5 per cent of their principal amount, 
Other claims would participate relative. 
ly, as indicated in column one of the fol- 
lowing table, based upon a hypothetical 
new capital set-up for the Associated 
system to facilitate the compromise. 
(Each unit of Associated Gas & Electric 
Corporation income debentures of 1978 
would be entitled to approximately “one 
unit” under the new set-up, and hence 
this issue is taken as 100 per cent.) 
Theoret- Approsi- 
ical mate 
Ratio 


Based 
On Plan 


100% 
220 


AGECORP 1978 deb. 
~ 1973 deb. 


AGECO fixed- 


deb. 1986 
AGECO deb. ctfs. . 


AGECO conv. oblig.* 17* 


*In hands of original holders (only). 


or the twelve months ended Septem- 
ber 30th Associated Gas & Electric 
Corporation and subsidiaries reported 
consolidated net profits of $8,805,103 
(before expenses of the corporation of 
the trustees), a decrease of about 23 per 


cent from the corresponding figure last i 


It is understood that this report 
(details of which are not yet available) 
does not make any substantial change in 
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the system of tax accruals for 1942, 
yhich were on a 40 per cent basis, ex- 
wept for Rochester Gas & Electric at 45 
per cent. Adjustment of the Rochester 
tx would not affect the total results 
more than one per cent, it is estimated. A 
more significant factor would be allow- 
ance for the surtax exemption on pre- 
fered dividends which, it is estimated, 
night amount to about $700,000 per an- 
num, Crediting the latter figure would 
bring the total to $9,500,000. This would 
inlude one-quarter’s results at 1941 tax 
rates, and hence it is estimated that the 
alendar year 1942 may work out at 
around $8,000,000. 

If this represented the results of a 
single operating company, a market valu- 
ation of 10-12 times earnings would be 
feasible, indicating a figure of about $80- 





96,000,000. However, several Associ- 
ated Gas properties have already been 
sold to municipalities and negotiations 
are currently proceeding for the sale of 
Staten Island Edison to New York city 
and the Carolina properties of GenGas 
to a power authority in that state. Simi- 
lar sales are doubtless in prospect. On 
such “tax-free” sales the system can 
realize generous prices (based on earn- 
ings) as compared with current market 
valuations. On the other hand, 
AGECORP may lose a substantial part 
of its earnings equities through subordi- 
nations, write-offs, recapitalizations, etc. 
Until SEC policies are further clarified, 
it is extremely difficult to make any care- 
ful estimate of “break-up value.” How- 
ever, assuming that the tax-free sales 
might tend to balance the write-offs, etc., 
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and that equity might average as high as 
10 times earnings or $80,000,000, this 
would leave an approximate balance for 
AGECORP and AGECO junior bonds 
of about $67,000,000 (after deducting 
about $13,000,000 to take care of trus- 
tees’ certificates and the AGECORP 
8s/40 with accrued interest). Taking 
AGECORP debentures of 1978 at par 
value and applying the percentages in 
the above table to the remaining bonds, 
the total works out at around $230,000,- 
000. Dividing $67,000,000 by $229,000,- 
000 would indicate a potential value of 
about 29 for AGECORP 1978 deben- 
tures, which currently sell over the count- 
er around 15. Such a valuation would 
seem dependent on (1) disposal of a sub- 
stantial part of system properties on a 
tax-free basis, or(2) more generous 
SEC treatment with respect to recapital- 
izations, etc., than heretofore indicated by 
the Virginia Public Service decision, 
various findings and opinions, etc. 


¥ 


Portland General Electric and 
“Pepco” 


ORTLAND General Electric has been 

buying some power from Bonneville, 
and the latter has been desirous of pur- 
chasing the property. Substantially all 
the company’s stock is owned by Port- 
land Electric Power Company ( familiar- 
ly known as “Pepco”’) and pledged be- 
hind that company’s income bonds. The 
stock is actually held by Kugler & Co. 
as nominee for the Guaranty Trust Com- 
pany, bond trustee, the stock having been 
taken over in March, 1939, when 30 per 
cent interest arrears had accumulated. 
The company later filed in bankruptcy 
under the Chandler Act and independent 
trustees were appointed, who believed 
that they should have control of the 
stock, but Guaranty Trust Company re- 
fused to surrender it. The situation is 
complicated by loans aggregating $5,- 
500,000 which had been made by the 
Chase National Bank and Harris Trust 
& Savings Bank to Portland General 
Electric. While the matter has not yet 
been finally settled by the court, rulings 
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thus far made seem to favor. the 
Guaranty Trust Company. Meanwhile, 
however, the independent trustees are 
negotiating with Bonneville for sale of 
the subsidiary, apparently in the belief 
that they can deliver the stock if the deal 
is consummated. 

Thomas W. Delzell, one of the inde- 
pendent trustees, at a recent SEC hear. 
ing indicated that the management had 
asked Bonneville for about $60,000,000, 
while it is rumored that the best offer by 
the latter is in the neighborhood of $56- 
000,000. 

Portland General Electric’s debt ag- 
gregates about $49,500,000, including the 
bank loans mentioned above, and hence 
a sale at the above-mentioned figures 
would leave some cash for Portland 
Electric Power. The latter has about 
$16,000,000 bonds outstanding and if a 
sale could be consummated at a con- 
promise figure around $58,000,000, this 
would apparently leave about $500 per 
bond for Pepco (plus remaining assets). 
These bonds are currently selling over 
the counter around 31. 


OWEVER, in the Pepco reorganiz- 
tion plan proposed by the trustees 
it has been suggested that 28 per cent of 
the assets be distributed to holders of the 
prior preferred stock, with only 72 per 
cent going to bondholders. This is on the 
theory that the company’s equity in Port- 
land General Electric may be estimated 
at $25,800,000 and in Portland Traction 
Company at $6,700,000, with an addi- 
tional $1,210,000 interest in some inter- 
urban railways, directly operated by 
Pepco. Under this plan the total value 
assigned to Portland General Electric 
would be in excess of $75,000,000 which 
seems far above any likely sale figure to 
Bonneville. 

Portland General Electric in the 
net income of $1,534,974, compared with 
$1,436,204 last year. Assuming that the 
1942 calendar year figure might be 
around $1,500,000 and that this could be 
capitalized at 10 times, or $15,000,000, 
this would create a total value around 
$64,500,000. A price of $58,000,00 
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yolld mean a stock valuation at only 
jout 5.6 times earnings. However, the 
ct that maintenance and depreciation 
geregate only about 15 per cent of earn- 
98, somewhat below the best standard, 
my be a factor. Moreover, Bonneville 
my take into account the fact that it is 
ging power to the company at low 
ntes; it is said that a readjustment of 
ach rates might cost the company $3- 
400,000 a year. Taking the larger of 
hese two figures, net would thereby be 
duced to around $1,100,000 and the 
amings multiple (based on a sale price 
of $58,000,000) would be slightly under 
{which still seems on the low side as 
wmpared with sales of other utility 
roperties to power agencies. 


* 


(olumbia O1l’s Panhandle Sale 
Finally Approved 


* July Phillips Petroleum Company 
and Missouri-Kansas Pipe Line 
reed to buy from Columbia Oil & 
(asoline its 50.1 per cent equity interest 


in Panhandle Eastern Pipe Line. On 
October 2nd the SEC approved the pre- 
viously issued report of its Utilities Divi- 
sion which, while approving the sale, 
called for the dissolution of Columbia 
Oil, with common stockholders receiving 
$1 a share. However, the commission’s 
findings and opinion were not made pub- 
lic until November 9th. 


> 


Constitutionality of Death 
Sentence Argued in North 
American Case 


HE United States Circuit Court of 

Appeals has reserved decision on 
the constitutionality of § 11 of the Hold- 
ing Company Act, which was challenged 
by North American Company in its ap- 
peal to the circuit court against an SEC 
order requiring it to divest itself of all 
related properties other than Union Elec- 
tric Company of Missouri. 

Charles E. Hughes, Jr., counsel for 
North American, argued that the death 
sentence involved an infringement of 
states’ rights. 
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What the State 











Commissioners 


Are Thinking About 


Excerpts and digests from the opinions ex- 
pressed in reports and addresses at the annual 
convention of the National Association of Rail- 
road and Utilities Commissioners in St. Louis, 


Missouri, 


from November 1toth to November 


12th, 1942. 


On Use of Reproduction Cost 


-. 


. let me say that there is not much 
science ‘in the construction of an opinion of a 
court, by someone not upon the court, for the 
purpose of determining what the court has in- 
tended to announce as the law, by which it will 
shape its decisions in future cases. There is a 
great deal of guesswork about it; and there 
never was more guesswork than in this period 
in which we are now living. 

“It will, however, probably not be long be- 
fore we shall receive light from the Supreme 
Court as to whether a commission in a rate 
case may under any circumstances reject re- 
production cost evidence. The Federal Power 
Commission now, as I understand, uniformly 
rejects such evidence. It made such rejection 
in the Panhandle Eastern Pipe Line Company 
Case, decided on September 23, 1942; and in 
that case, by an interim order, required a rate 
reduction of over $5,000,000 per annum. The 
Panhandle Eastern Company, in that case, has 
applied for a rehearing. Presumably a rehear- 
ing will be denied, and the case will go, through 
the court of appeals, to the United States Su- 
preme Court. If it shall, we may expect, per- 
haps before we meet in convention again, an 


7 


explicit decision on this reproduction cost evi- 
dence question. 

“Due to the peculiarity of the record in the 
Natural Gas Pipeline Company Case, an ex 
plicit decision was not compelled in that case, 
and the opinion rendered, in so far as it 
touches the reproduction cost matter, is rather 
far from categorical. I have given you my best 
guess as to what it means. My guess is in ac- 
cord with the construction apparently placed 
cag the opinion by Justices Black, Douglas, 


now undertake to secure from the United 
States Supreme Court a judgment showing 
that my guess is wrong, and that even Justices 
Black, Douglas, and Murphy were guessing 
as to what the opinion in which they con- 
curred was intended to mean. 

“In any event, regulatory commissions, both 
Federal and state, will watch for the opinion 
in the Panhandle Eastern Case with very great 
interest.” 

—Joun E. Benton, : 
General solicitor, National Association 0 
Railroad and Utilities Commissioners. 


On Utility War Taxes 


4 i might be thought that an excess profits 
tax would have little effect on utilities 
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because their rates are regulated, and it caf 
be advanced that if the regulatory agency is 





his ass 


st evi- 
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doing a proper job, there would be no excess 
profits. But the tax, although called an excess 
profits tax, is a m’snomer, for although it will 
reach true excess profits, it likewise taxes in- 
come which is not ordinarily considered to be 
excessive. This is due in part to the fact that 
the [1942] excess profits tax is computed be- 
fore normal and surtaxes. Thus it taxes an in- 
come from which all costs have not been de- 
ducted and hence will create liability for ex- 
cess profits taxes even in instances where there 
are no true excess profits. 

“Relief from a part of the tax burden is 
given utilities in a provision of the [1942 tax] 
bill, providing that dividends paid on prefer- 
red stock are deductible in computing surtax 
net income. This provision of the act applies 
only to utilities, and is further restricted to 
only those utilities whose rates for service are 
established or approved by a regulatory au- 
thority. Thus, the act recognizes that in the 
case of a regulated industry some concession 
in tax liability is proper.” 

—R. W. Peterson, 
Chairman, Wisconsin Public 
Commission. 


Service 


i seems clear that during the war the 
increases in taxes will not be passed on 
to customers through higher rates. But what 
about the period immediately following the 
war? The taxes will be with us for some time. 
Itis estimated by the House Ways and Means 
Committee that the gross national debt will 


be $129,000,000,000 by June 30, 1943, and it 
will undoubtedly increase after that date. The 
cost of paying principal and interest on this 
debt, in addition to normal Federal expendi- 
tures, means that the high tax burden must 
continue. Hence, the war taxes cannot be 
viewed merely as a temporary and nonrecur- 
ring cost which will soon be past. Instead, it 
appears that taxes have reached a new plateau, 
at which level they may remain for a number 
of years. For the future, ‘normal’ taxes must 
be high taxes. 

“Tn accordance with long-established regula- 
tory practice and legal precedent, normal 
taxes, even though at high levels, would 
ordinarily be passed on to customers through 
rates for service. But practical aspects of the 
problem make this solution unlikely. Even if 
regulatory authority is willing to grant rate 
increases, the business may not stand the ad- 
ditional burden on sales. Under the present 
statute, for example, if a utility is subject to 
the 81 per cent excess profits tax, a $1 increase 
in rates would produce about $.17 increase in 
net income after considering that other taxes 
would also take a piece of the dollar. Increas- 
ing rates to cover such taxes, and to yield 
what has been considered normal returns, 
might well force rates so high as to deter the 
development of utility business, or even to 
cause a decline in the use of utility service 
with consequent diminishing returns.” 
—R. W. PETERSON, 

Wisconsin Public 

Commission. 


Chairman, Service 


e 


On Federal-state Codperation 


¢¢] FEEL certain that it is the will and the 

earnest desire of the state commissions 
to cooperate as fully as may be possible with 
the ODT. I am also strongly of the opinion 
that there would be more direct and practical 
cooperation from the state bodies, and an in- 
tentive to obtain local authority which they 
may require from their governors or respec- 
tive legislatures in order to fully codperate, 
if the ODT would confidently rely upon the 
several state regulatory bodies for codpera- 
tion within their respective jurisdictions. And, 
incidentally, in passing let me say that co- 
Operation or joint or concurrent control is 
the goal desired and this cannot be successful- 
ly accomplished unless there is publ’c acknowl- 
tdgement of the functions of state regulatory 
bodies as well as ODT in this war effort. I 
feel that in many quarters there is an exist- 
ing feeling that, under ODT orders as promul- 
gated, the carriers jump to the conclusion that 
the ODT is the body to be directly dealt with, 
and that for the duration local regulation 
must go into its shell. I am certain that this 
isnot the desire of Mr, Eastman or many of 
his associates, but it is a feeling which state 
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authorities may well have and is existent with 
the intrastate carriers involved because of the 
direct issuance of ODT orders with no refer- 
ence or instructions in those orders that they 
will be carried out in conjunction with the 
state regulatory bodies, which I am sure all 
state regulatory bodies desire to do if given 
the opportunity. 

“On the other hand, all of us state regula- 
tory officials must have the courage to make 
drastic adjustments in our intrastate traffic 
control in accordance with the policies set 
forth by the ODT and I am sure that there is 
no one here who is unwilling to do this. Most 
of the state regulatory bodies are fully 
equipped and the personnel of the state com- 
missions is such that, with their intimate 
knowledge of local conditions, they are in a 
much better position to acquaint the public 
with the necessity for readjustments of trans- 
portation facilities in each state on a far more 
equitable basis than by arbitrary adherence to 
any general rule affecting all sections of the 
nation. 

“It is to be hoped that the ODT will 
realize that the knowledge possessed by the 
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state bodies should be utilized and that 
through them the drastic changes which are 
ahead of us can be accomplished far more ex- 
peditiously and with less disruption to the ex- 
isting order than by attempting to build a new- 


ly created and loosely directed Federal cop. 
trol.” 
_ ——Carroit L. MEtns, 
Chairman, Massachusetts Department of 
Public Utilities Commissioners. 


e 
On Public Ownership 


e 4 HE vast majority of the public has re- 

peatedly demonstrated that it does not 
view with favor public ownership of utilities. 
I hold no brief for or against public owner- 
ship. I merely comment that if public owner- 
ship is desired, it should be brought about di- 
rectly by vote of the local people rather than 
indirectly through a tax bill. 


“Private ownership of utilities may be on 
of the casualties, or at least a shell-shocked 
victim of the war. If this is so, the revenue 
bill of 1942 may be termed a ‘task force’ ty 
obtain that objective.” 

—R. W. Peterson, 
Chairman, Wisconsin Public Service 
Commission. 


7 


On Power-factor Rates 


66 [ pemee rate schedules should truly re- 

flect the cost of the service to which 
they apply. They should be as simple and uni- 
form as the pertinent economic facts will per- 
mit. Sound rate schedules are essential to 
sound regulation and the two combined will 
ensure the stability of the utilities and the pro- 
tection of the public. 

“Probably no element of electric rate sched- 
ules departs more widely from these basic 
objectives than does that known by the ob- 
noxious title ‘the power-factor penalty 
clause.’ Few will deny that existing power-fac- 


tor rates depart widely from the cost criterion; 
the use of the word ‘penalty’ in the title is: 


are neither simple nor uniform as anyone who 
has attempted to explain such rates to an ag. 
grieved customer can undoubtedly testify; 
And finally . . . existing rates have failed to 
protect the public while fostering an invest 
ment which may well be subject to adverse’ 
criticism.” 
—Francis T. McNamara, 
Electrical consultant, Connecticut Publi 
Utilities Commission. 


e 
On Utility Financing 


cc] NCOME taxes have always operated as 
somewhat of a deterrent of equity 
financing of utilities, as interest has been a de- 


ductible expense for tax purposes. Under 
the new [1942] Revenue Act, equity financing 
will be still more difficult. Interest expense is 
deductible for normal income and surtax pur- 
poses, Only one-half of the interest may be 
deducted for excess profits tax purposes under 
the invested capital method. Preferred divi- 
dends are deductible in computing surtax net 
income. The tax advantage of these deductions 
during this period of high tax rates constitutes 
an incentive to do additional financing with 
interest-bearing or fixed dividend obligations. 
Certainly, from a tax viewpoint, there is no 
incentive to issue common stock. 

“Lowered common stock earnings likewise 
affect the possibility of equity financing. In 
many instances common earnings will be re- 
duced substantially below the point hereto- 
fore required to attract capital. It may be that 
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some of the advantages of equity holdings in 
the event of inflation, would be willing to in 
vest in common stock even though returns 
were low. However this may be, the immedi- 
ately prospective outlook for common stock 
financing is not bright. 

“The utility industry generally has a rather 
high ratio of fixed interest and dividend obli- 
gations. State commissions and Federal 
agencies have for some time directed efforts 
toward improvement of this situation by get 
ting a greater portion of common stock i 
the security base, either by debt reduction pro 
grams or by financing in common, and utili- 
ties have codperated in these aims in many 
instances.” 


—R. W. PETERSON, 
Chairman, Wisconsin Public 
Commission. 


Servict 
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On the Effect of War Taxes on Utility Regulation 


(G77 HERE are two recent decisions of regu- 
T inoes commissions which bear directly 
on this problem as related to the existing in- 
come tax law. In September of this year the 
Federal Power Commission handed down its 
decision in the Panhandle Eastern Case. In this 
decision the commission orders a reduction of 
some five million dollars in gas rates, and, in 
discussing the question of taxes, it holds specifi- 
ally that, in determining revenue require- 
ments as a basis for the prescription of rates, 
abnormal taxes should not be passed on to the 
consumer through increased rates. The com- 
mission further found that the income tax rates 
prescribed in the 1940 Revenue Act should be 
considered as normal and anything in excess 
thereof should be considered as abnormal. 
However, in computing the amount available 
for rate reductions, the commission deducts 


the 1941 taxes, normal and surtax, at the rate 
prescribed in the 1941 Revenue Act, which 
represents an increase in the rate from 31 per 
cent to 45 per cent, 1940 compared with 1941. 
Thus the commission, in effect, sanctions the 
deductions of all Federal income taxes, normal 
and abnormal, except excess profits taxes, in 
determining the amount by which rates found 
to be excessive may be reduced; but states 
specifically that only normal, or 1940, taxes are 
to be deducted in determining whether an in- 
crease in rates is justified. This may not be a 
proper construction of what the Federal Power 
Commission intended but it is the only inter- 
pretation possible from the decision itself.” 
—Frank B. WARREN, 
Assistant general solicitor, National Asso- 
ciation of Railroad and Utilities Commis- 
stoners. 


e 


On Uniformity of Taxation in Regulation of Profits 


¢ AT a glance it would seem incongruous 

for a regulated public utility to pay ex- 
ess profits taxes when, in theory at least, the 
regulatory commission is assumed to fix rates 
kt a level which will produce adequate but not 
xcessive returns. The anomaly is only theoreti- 
al,as demonstrated by the fact that Washing- 
on Gas Light Company paid excess profits 
taxes on its 1941 income while the commission 


“There is no question but that a divergence 
if views exists today with respect to the treat- 
ent of income tax in relation to revenue re- 


pon the method pursued in determining the 
popropriate rate of return in a rate proceeding. 
It may be worth while observing at this point 
hat a heavy corporate income tax is consid- 


ered by some economists to be inconsistent 
with a graduated personal income tax for the 
reason that the corporation is viewed as merely 
a tax collection agency or conduit for extract- 
ing taxes from the individual investors and, 
under this assumption, it is inequitable to as- 
sess heavy corporate income taxes against in- 
dividual security owners at a uniform rate 
when the graduated scale of personal taxes re- 
flects ability to pay. Under the corporate in- 
come tax the owner of one share of stock with 
no taxable personal income pays, through the 
corporation, at the same rate on the stock divi- 
dend portion of his income as the owner of 
1,000 shares with a taxable personal income of 


$100,000.” 
—Frank B. WARREN, 
Assistant general solicitor, National As- 
sociation of Railroad and Utilities Com- 
missioners. 


e 


On Government Financial Aid 


yes government financing of private 
L/ utility war-time construction has been 
elatively less important than in many other in- 
lustries, but this form of financial aid has been 
by NO means insignificant or unimportant. Thus 
ere have been a number of Reconstruction 
inance Corporation loans to utility companies, 
though more frequently government aid has 
pken the form of revenue advances. A fairly 
ypical example of the latter was a contract 
between the War Department and a utility 
ompany operating in the state of Mississippi, 
thereby the War Department paid a connec- 
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tion charge of $136,000, which enabled the 
utility company to construct an electric trans- 
mission line to serve an Army cantonment. The 
contract provided for an annual refund by the 
utility company of $13,000 in the form of 
credits on the power bills rendered for serving 
the cantonment. In addition, estimated salvage 
value of $34,000 was to be refunded at the rate 
of $2,000 a month. The contract specified that 
the utility company was to furnish electric 
current as stipulated in the contract at rates no 
higher than the lowest rates available to any 
customer under like conditions of service. Sub- 
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stantially similar contracts have been made by 
many utility companies with the Defense Plant 
Corporation with respect to industrial plants 
which it owns, and with other government 
agencies. From the utility company’s stand- 
point, this form of contract has the advantage 
of shifting all or most of the capital risk with 
respect to the new facilities to the specific cus- 
tomers desiring service. Furthermore, no in- 
terest or other capital charge is paid by the 
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amount of the power bill until the full amo 
of the advance is repaid or until the contract; 
terminated.” 


—Report of Committee on Corporate F; 
nance, W. C. Fankhauser of California 
chairman. 


On Depreciation and Taxes 


CC eo the accelerated amortization privi- 
lege is relatively new, many of the utili- 
ty companies are probably delaying a determi- 
nation of the policy which they will follow in 
that regard until they know what requirements 
state and Federal regulatory authorities will 
make with respect to accounting for accelerated 
amortization on the companies’ books. Some 
companies may be reluctant to claim accele- 
rated depreciation for tax purposes if they are 
to be required to record the same amounts on 
their books. They may feel that the larger 
book depreciation accruals would later be de- 
ducted in determining their rates bases, thereby 
shifting the monetary advantages of accele- 
rated amortization from the security holders 
to the customers. They may even have assumed 
that the Securities and Exchange Commis- 
sion would require the operating subsidiaries 
of registered holding companies to take up 
accelerated amortization on their books if they 
claim it for tax purposes. 
“For many years it was the policy of most 
utility companies to claim and receive credit 


7 
On Financing War 


“ .. With respect to the problem of financing 
war-time construction, there are indications 
that these apprehensions do not have the im- 
portance which has been attributed to them. 
On the contrary, it would seem that public 
utility construction can be financed on a quick, 
self-liquidating basis either without any or 
with only temporary increased debt ratios. This 
is predicated on the following facts: 


“(1) Practically the only construction that 
will be authorized will be that which has a 
direct relationship to the war effort. 


“(2) All such construction is entitled by 
law to accelerated amortization for tax pur- 
poses. 


“(3) A large proportion of the companies 
with big construction programs have taxable 
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for depreciation for tax purposes greatly j 
excess of their book depreciation accruals, | 
was also not uncommon for utilities to wri 


purposes, and have made it necessary for th 
companies concerned to compute their exce 
profits, if any, on the basis of the average eam 
ings formula, This may be a material disad 
vantage for some companies, resulting in ta 
burdens, in relation to the volume of securi 
ties outstanding, much greater than they woul 
otherwise have been.” 
—Report of Committee on Corporate F 
nance, W. C. Fankhauser of California 
chairman. 


Plant Facilities 


excess profits more than sufficient to absor 
accelerated amortization of their total wa 
construction expenditures. Therefore, i 
those companies claim accelerated amortiza 
tion for tax purposes (and it is inconceiv 
able that they will not), they will be enable 
to build up a fund, in five years or less, suffi 
cient to cover 90 per cent (or whatever th 
excess profits tax rate proves to be) of th 
cost of new construction. The fund, thu 
accumulated through the medium of tax sav 
ings, can be used and should be used tt 
liquidate short-term serial loans contracte( 
for the purpose of meeting that part of th 
construction expenditures not covered 
funds generated through depreciation accri 
als and the time lag between tax accrual 
and tax payments, 


“(4) Even in the case of companies whic 
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have no taxable excess profits, the (normal 
and surtax) tax savings from accelerated 
amortization will ordinarily suffice to amor- 
tize whatever loans may be needed to pay 
for new construction expenditures, after al- 
lowing for the fact that a substantial part of 
the needed funds will be produced through 
depreciation accruals.” 


—Report of Committee on Corporate Fi- 
nance, W. C. Fankhauser of California, 
chairman. 


wT HERE was some concern late in 1941 as 
to the means that would be utilized to 
france the war-time expansion program of the 
industry. At that time there were many who 
telieved that the volume of war-time utility 
construction would necessarily exceed utility 
construction for the years immediately preced- 
ing the war. It now appears, however, that the 
sarcity of materials and the limitation of pro- 
ductive facilities will materially curtail con- 


when it announced a readjustment of the elec- 
tric power expansion program for 1943 and 
1944 based on a comprehensive review of the 
power supply and requirements situation in 
light of the over-all war production program. 
The net effect of the action taken was to with- 
draw priorities and stop production on private 
ad municipal generating projects totaling 2,- 
20,000 kilowatts, which had previously been 
sheduled for operation in 1943 and 1944. In 
addition, Federal generating projects totaling 
1890,000 kilowatts, scheduled for operation in 
1943, 1944, and 1945, were reduced to low rat- 
ings under which work will be permitted to 
continue ‘only to the extent that it does not 
compete for critical materials and equipment 
needed for direct war uses.’ However, the 
amount of generating capacity now definitely 
scheduled for the years 1942 through 1944 for 
the private utility industry is greater than the 


capacity that was installed in the three preced- 
ing years. 

“Figures indicating the effect of the curtail- 
ment program upon capital expenditures for 
substations, transmission lines, and distribution 
facilities are not available. Present circum- 
stances indicate that it may be that the scarcity 
of copper and other critical materials will 
greatly curtail the expenditures for these fa- 
cilities in 1943 and 1944. It is also too early to 
estimate the extent to which it will be neces- 
sary to defer maintenance. For the first six 
months of 1942, it appears that most utilities 
had sufficient materials on hand to proceed with 
their normal maintenance programs, since ex- 
penses for maintenance are running somewhat 
higher in 1942 than in comparable periods last 
year. 

“There is reason to believe, however, that 
the scarcity of both labor and materials will 
necessitate the deferring of considerable main- 
tenance in 1943 and 1944. 

“If the expansion program for the war years 
were apportioned evenly throughout the elec- 
tric utility industry, the problem of estimating 
the probable source of funds for such capital 
expenditures would be relatively easy. But new 
construction will not be evenly spread. Some 
companies will spend very little for new facili- 
ties in the war period; others will spend as 
much or more than in peace time. It follows, 
therefore, that a discussion of the financial 
problems of the utility industry during the war 
years must distinguish between these two quite 
different situations. Thus it may well be that 
the managements of some companies will be 
primarily concerned, not with the problem of 
raising new funds for capital expenditures, but 
rather with the problem of the proper disposi- 
tion of cash accumulated from depreciation 
accruals and amortization charges for which 
there is no outlet in new construction.” 


—Report of Committee on Corporate Fi- 
nance, W. C. Fankhauser of California, 
chairman. 


e 


On Depreciation 


gg 2 grmetenanny accruals give rise to an 
important source of funds that are 
available for financing property additions or 
for retiring securities. Variations in the size of 
a utility company’s depreciation accruals and 
reserve may have a material effect on the 
amount of its securities which might other- 
wise be outstanding. Indeed the fact that a 
much smaller proportion of new construction 
has been financed in the last few years from 
New security issues than was formerly the case 
is the result to a substantial extent of the ma- 
terial increase in annual depreciation accruals. 
Before the adoption of the new systems of ac- 
counts for electric and gas utilities in 1936, 
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requiring depreciation accounting, most utility 
companies charged for depreciation (or re- 
tirements) amounts sufficient to provide for 
but little more than current property retire- 
ments. This practice not only failed to account 
for the depreciation currently accruing on 
property remaining in service (and to that ex- 
tent tended to overstate net income available 
for interest and dividends), but, as stated 
above, it had an important effect upon the 
volume of securities that were required to fi- 
nance new construction, 

“Since 1937, however, a majority of electric 
utility companies have gone over to depreci- 
ation accounting with the result that in the 
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period 1939-1941, receipts appropriated through 
depreciation accruals financed more than 50 
per cent of the private electric utility indus- 
try’s gross capital expenditures.” 


—Report of Committee on Corporate Fi- 
nance, W. C. Fankhauser of California, 
chairman. 


ce o subject has aroused more contention 

and wider divergence of rates and 
rate applications than that of depreciation. 
Hearings before state and Federal commis- 
sions have featured testimony that has been 
of such contradictory and befuddling charac- 
ter that commissions and courts have been un- 
able to disentangle the contradictions and have 
been unable to arrive at any clear policy as to 


a uniform method of depreciation, or to mad 
any consistent application of any formula, 


Knoxville Water Company, 212 US 1, Janua 
4, 1909, made its appearance. 4 
“Since that time, a third of a century agy 
conflicting decisions by Federal and state com, 
missions and by courts of law have appeared 
with the result that rates have been and are be. 
ing made upon testimony based upon the judg 
ment of so-called expert witnesses rather tha 
upon impersonal mathematical computations 
which would be applicable generally.” 
—Report of Committee on Rates of Publi 
Utilities, Richard J. Beamish of Peny 
sylvania, chairman. 


e 
On Debt Refunding 


Cé _—— significant development of the 

past decade was the industry-wide 
debt refunding program which began to as- 
sume large proportions in 1935 and continued 
through 1941. In that 7-year period elec- 
tric and gas utility companies issued securities 
in the aggregate amount of nearly seven billion 
dollars, the greater part of which was first 
mortgage bonds for refunding purposes. Most 
of the refunding bond issues were sold for the 
purpose of taking advantage of lower interest 
rates and later maturity dates. Interest savings 


have been substantial and this has been re 
flected in the improvement in the ratio of earn 
ings to fixed charges. In addition, indenture 
in many instances have been modernized, po 
tential conflicts of interest affecting indenture 
trustees have been, eliminated, and similar im. 


protective covenants.” 
—Rerort of Committee on Corporate Fi- 


nance, W. C. Fankhauser of Califormia, 
chairman. 


7 


On Financing through Tax Accruals 


c¢ TEMPORARY source of current funds for 

A new construction which has become of 
increasing importance, especially since 1940, is 
the annual increase in Federal tax accruals by 
utility companies. Taxes accrued in 1940 were 
not paid until 1941 and those accrued in 1941 
are being paid in 1942. At the same time the 
1941 taxes of the private electric utility indus- 
try were approximately $104,000,000 higher 
than they were in 1940 and it is has been esti- 
mated that 1942 tax accruals will exceed 1941 
taxes by more than $125,000,000. The time lag 
between the accrual and the payment of taxes 
provides temporary interest-free funds for new 
construction equivalent to the difference be- 
tween current accruals and actual payments. 


Obviously, this source will ‘peter out’ when 
current tax accruals are no longer greater in 
amount than current tax payments. And if the 
process is ever reversed and Federal tax ac- 
cruals are less than the then current tax pay- 
ments, there will be a drain on current funds 
instead of an addition thereto. Needless to say, 


accruals.” 


—Report of Committee on Corporate Fi- 
nance, W. C. Fankhauser of Califorws, 
chairman. 


e 


On Disposition of Excess Accumulations of Cash 


6c] was stated earlier that many of those 
utilities that must curtail their con- 
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struction programs during the war period wil 
face the problem of the proper disposition 0! 
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excess cash accumulated from depreciation 
accruals, amortization charges, tax accruals, 
and similar sources. It may be necessary for 
regulatory commissions to examine closely the 
policies of different utilities in this regard. The 
presence of large accumulations of cash may 
create a temptation to divert it to holding com- 
panies or other security holders in the form of 
dividends, lower depreciation charges, or the 
repayment of open account advances or debt 
owed to the holding companies, some of which 
may involve issues of subordination on the 
basis of the Supreme Court’s decision in the 
Deep Rock’ and other cases. 

“There can be no hard and fast formula for 
determining the proper use of excess cash 
funds to the best advantage of all companies. 
Each company presents its own particular com- 


plexity of factors, including the proportion of 
senior securities in its capital structure, its 
estimated capital requirements after the war, 
its past and present dividend policy, and so 
forth. 

“An immediate obvious use for such cash is 
the reduction of debt. Although this may have 
its disadvantages from a tax standpoint, it 
should be required of those utilities which have 
a clearly excessive amount of funded debt. In 
other cases where the debt ratio is above 50 
per cent of net property, idle cash should also 
be used for debt reduction unless there are 
strong reasons to the contrary.” 


—Report of Committee on Corporate Fi- 
nance, W. C. Fankhauser of California, 
chairman. 


7 


On Tax Amortization of War Plants 


6¢ AN analysis of the economic significance 
j of the amortization provisions of 

§ 124 [of the Revenue Act] is of the ut- 
most importance in our appraisal of the prob- 
lem of financing new war-time construction. In 
the case of a utility company which has tax- 
able net income from properties other than 
emergency facilities, which is the typical situ- 
ation of utility companies, accelerated amor- 
tization will permit it to recoup a substantial 
part of the construction cost of the new facili- 
ties through tax savings over a 5-year period, 
even if the revenue received from the oper- 
ations of such new facilities does not fully 
cover such rapid depreciation, Thus the tax 
savings resulting from rapid amortization will 
in effect pay for a substantial part, ranging 
from 45 per cent to 90 per cent of the cost of 
such facilities over a 5-year period, depending 
upon the tax rates finally enacted. It is im- 
portant to bear in mind that these tax savings, 
which will enable the taxpayer to retain earn- 
ings equivalent to such a large part of the cost 
of emergency facilities, will materialize re- 
gardless of the earnings produced by such fa- 
cilities, so long as the taxpayer has a net in- 
come from all its business at least as large as 
the amount of amortization to be deducted. 
“Since presumably no utility project will be 
authorized during the war period unless it has 
a clear relationship to the war program, it 
follows that the bulk of all capital expendi- 
tures in this period, with respect to which 


necessity certificates are sought, will in fact be 
entitled to accelerated amortization privileges 
for tax purposes. That, in fact, has been the 
experience to date. As yet, it is too early to 
determine the extent to which utility com- 
panies will actually deduct accelerated amor- 
tization in their tax returns. It would appear, 
however, that all companies which are in the 
excess profits tax bracket will have such an 
advantage in taking accelerated amortization 
that it is safe to assume that they will avail 
themselves of the privileges. It is admitted 
that there is somewhat less certainty concern- 
ing the extent to which those companies which 
are not in the excess profits tax bracket will 
take accelerated amortization. This follows 
from the fact that while they gain the advan- 
tage of an immediate tax saving computed on 
the basis of the normal and surtax rates, they 
must take into consideration the fact that when 
the property concerned is fully amortized for 
tax purposes, no further depreciation deduc- 
tions may be made during its remaining serv- 
ice life. If it is anticipated that post-war nor- 
mal and surtax rates will be no higher than 
during the war, the companies may conclude 
that there is a compound interest advantage in 
taking the tax savings immediately rather than 
waiting for them to accrue over a period of 
twenty-five or thirty years.” 
—Report of Committee on Corporate Fi- 
nance, W. C. Fankhauser of California, 
chaarman. 


e 
On Federal Trust Legislation 


19 | T is the hope of our committee that the 
attempt to secure the enactment of Fed- 
eral legislation designed for the destruction of 
state powers, under the guise of necessary war 
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legislation, has been permanently defeated. 

“The citizens of the states are the citizens 
of the nation, and they have no will that the 
nation shall be impeded in the war effort 
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through a refusal of the states to permit the 
use of their highways for transportation actu- 
ally necessary to the successful prosecution of 
the war. The agreement reported by the Secre- 
tary of Commerce proves that fact. If, how- 
ever, any state shall fail to conform to the 
spirit of that agreement, so that it becomes 
necessary to use the dominant power of the 


Federal government to open the highways of 
any state, then the war power of the govern. 
ment should be exercised in that state alone. 
There should be no general destruction of state 
power by the enactment of a Federal statute 
of general application.” 

—Report of Committee on Legislation, H. 

Lester Hooker of Virginia, chairman, 


7 


On Tentative Principles of Progressive Rate Making 


66 1 Commissions should exclude all specu- 

e lative evidence bearing upon reproduc- 
tion cost or going-concern value in rate cases, 
since the Constitution of the United States does 
not require commissions to consider such evi- 
dence. 

“2. Commissions should give careful con- 
sideration to the question as to whether recent 
Supreme Court decisions warrant fixing rates 
wholly without relation to any formula of ‘fair 
value.’ 

“3. Commissions should explore the possi- 
bility of fixing reasonable rates on the basis of 
the cost of the service rendered, in so far as it 
bears a relation to the value of the service 
rendered. 

“4. Commissions should attempt to perfect 
and establish methods for ascertaining origi- 
nal cost or prudent investment in utility plant, 
and if they determine that a rate base is essen- 
tial, should use as such rate base original cost 
or prudent investment less the depreciation re- 
serve requirement or book reserve, whichever 
is the higher. 

“5. Commissions should order public service 
companies to keep their books on an original 
cost basis together with a continuing inven- 
tory of plant. 

“6. Commissions should adopt quick and 
reasonably accurate methods of calculating 
annual and accrued depreciation, and should 
explore the feasibility of determining the 
minimum and maximum depreciation reserve 
requirements upon a percentage of depreciable 
plant, within which the utility should be re- 
quired to maintain the depreciation reserve, 
regulating the annual charge by the necessity 
of keeping above the minimum and below the 
maximum on the basis of the year’s credits to 
the reserve. 

“7. Commissions should make studies de- 
signed to test the extent to which a reduction 


in the cost of utility services will contribute to 
increased consumer use, and the economic 
feasibility of establishing utility rates for the 
purpose of increasing mass consumption suff. 
cient to absorb all of the services that can be 
produced by the facilities in existence. 

“8. Commissions should closely analyze and 
observe contributions to plant made by the 
government during the period of war, in order 
that such plant and the costs relative thereto 
should not be used to inflate utility rates, 

“9, Commissions should consider special 
rates above normal rates and applicable solely 
to war industries, and should develop a means 
of utilizing such rates for an increased annual 
depreciation charge, thereby building up a de- 
preciation reserve with a consequent tendency 
towards lower rates following the war. 

“10. Where they have statutory authority to 
do so, commissions should set up uniform ac- 
counts for the purpose of recapturing excess 
earnings during the war period and applying 
such reserves to amortization of plant accounts 
or restoration of depreciation or other con- 
tingent funds or reserves. 

“11. During the war period utility companies 
should be required by the commissions to take 
advantage of the accelerated amortization 
privileges accorded through the Federal Inter- 
nal Revenue acts, and to use the tax savings 
therefrom to amortize indebtedness arising out 
of new construction. 

“12. On principles set out in the report of 
this committee in 1941, commissions should ex- 
plore more thoroughly the possible uses and 
real value of comparative studies of utility 
costs and rates in order to test the soundness 
of utility rate structures.” 

—Report of Committee on Progress in Pub- 
lic Utility Regulation (presented subject 
to modification), Leon Jourolmon, Jr., of 

Tennessee, chairman. 


e 


On Uniform Service Company Contract 


cy N reply to the inquiry addressed by us 
to the various state commissions, the 
following quotation 
written by John Siggins, Jr., chairman of the 


is taken from letter 


Pennsylvania Public Utility Commission: 
DEC. 3, 1942 


“‘At the present time, we in Pennsylvania 
are vitally interested in the effect of the war, 
and particularly in war-time taxes on utility 
rates ; in seeing that the cost of new capacity 
installed for the use of industrials is not 
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saddled on the domestic consumer when the 
war ends; in the proper maintenance in the 
face of scarce materials and personnel 
losses; in rearrangement of the motor car- 
rier set-up to conserve rubber.’ 


This statement aptly expresses the pressing 
problems which are now before all state regu- 
latory commissions, 

“It is our opinion that this special committee 
should be discontinued at least for the dura- 
tion of the present war emergency. We believe 
that continued study of service companies, their 


& 


practices, their accounting methods, etc., is 
highly desirable. We recommend that the con- 
tinuation of such study be made by one of our 
standing committees. The standing Committee 
on Regulatory Procedure might be appro- 
priate. 

“We feel that the matter of a uniform 
service contract is secondary to the other mat- 
ters now confronting the various regulatory 
commissions.” 

—Report of Special Committee on Uniform 

Service Company Contract, A. B. Hill of 
Arkansas, chairman. 


On Federal-state Telephone Regulation 


66° 7 HE Federal [Communications] Com- 
BB Bee has jurisdiction over a rela- 
tively small part of telephone service, but, 
under existing conditions, regulation of this 
relatively small part of the business has an im- 
portant bearing on regulation of the balance of 
the telephone business in the United States. To 
illustrate, adjustments in interstate telephone 
rates have been based largely upon the oper- 
ations of the Long Lines Department of the 
American Telephone and Telegraph Company 
as recorded in that company’s books. These 
records reflect in a large measure revenues col- 
lected from telephone subscribers by the asso- 
ciated companies and delivered to Long Lines, 
less a commission paid to the local companies 
for service performed in collecting and billing 
for the interstate messages. 

“On the basis of these pro forma results re- 
ductions in interstate rates have been made 
which have the effect of reducing the amounts 
paid to the associated companies without in 
any way reducing the cost of the services sup- 
plied by the associated companies. This situ- 
ation was recognized by the Federal commis- 
sion in approving the last reduction in inter- 
state rates which became effective July 1, 1941. 
In approving this reduction the Federal com- 
mission held that no part of the reduction 
should come from the associated or connecting 
companies, the inference being that commis- 
sion payments to these companies should be 
adjusted so that the reduction in interstate 


rates would not affect the compensation to 
the connecting companies. 

“Many states feel that regulation of tele- 
phone business within their states should be 
treated as a unit and appropriate determination 
made of respective toll and exchange rates on 
the basis of operations within the state. This is 
dificult of accomplishment at the present time 
due to the fact that the associated companies 
usually supply both interstate and intrastate 
service using toll facilities within their terri- 
tory only, a portion of the interstate toll serv- 
ice being supplied by the Long Lines Depart- 
ment. This creates a situation where the state 
commission is faced with the problem of con- 
doning what might be considered an unjust 
discrimination due to the difference in level of 
intrastate and interstate toll rates or proceeding 
to lower the intrastate toll rates to the level 
of the interstate toll rates. Such action has 
been taken in Michigan, Pennsylvania, and 
Utah, in formal cases instituted by these com- 
missions. 

“The reduction in intrastate toll rates has the 
effect of minimizing the possibility of adjust- 
ing exchange rates since the revenues from 
operations are limited and reductions in one 
class of rates necessarily affect the ability to 
make adjustments elsewhere.” 

—Report of Committee Codperating with 
the Federal Communications Commission 
in Special Studies of Telephone Regula- 

tory Problems. 


& 
On Telephone Toll Separation Studies 


Trt has been a good deal of con- 
fusion with respect to the board-to- 
board and station-to-station basis of stating 
rates. The Communications Act provides, in 
effect, that toll service is service not included 
within the contract for exchange service and 
for which a separate charge is made. This is 
tather.a loose definition, but, accepting it for 


the moment, in only 10 states does the defini- 
tion of exchange service definitely include con- 
nection to the toll board or toll facilities. In 
the remainder of the states it is at least an 
open question whether, under the exchange 
tariffs filed, it is intended that the payment 
made by the subscriber for exchange service 
shall cover access to the toll board. 


807 DEC. 3, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


“Further, whether or not rates shall be 
stated on a basis which includes access to the 
toll board within the compensation charged for 
exchange service is a question which is sepa- 
rable from the basis upon which cost deter- 
minations shall be made. For instance, if a 
state commission shall determine the revenue 
requirements necessary in connection with the 
operations of a certain exchange or group of 
exchanges on a basis which includes only the 
costs associated with exchange service as dis- 
tinguished from those incurred in connecting 
the subscribers to the toll board, there would 
seem to be no insurmountable obstacle to the 
statement of resulting exchange rates on what 
is called a board-to-board basis. In other 
words, exchange rates as applied to the cus- 
tomers could properly, on a flat rate basis, in- 
clude the privilege of access of the toll board, 
but the cost analysis underlying the prescrip- 
tion of the rate itself could very properly have 
been made on a basis which allocated to toll 
use an appropriate portion of the costs incurred 
within the exchange area. 


7 


“The telephone companies would have no 
grounds for complaint if the procedure 
adopted by state and Federal agencies as a basis 
for cost allocation is uniform so that none of 
the property and expenses actually incurred js 
omitted, and the public as a whole has no 
grounds for complaint if they are not required 
to pay a return upon the same property twice, 
The codperative effort now under way should 
be continued since it holds great possibilities 
for further simplification of rate making in the 
telephone field; and the telephone business js 
peculiarly one where coéperation is essential, 
State commissions have jurisdiction over the 
bulk of the telephone revenues, but the Fed- 
eral commission is an essential element in the 
regulation of the industry as a whole and uni- 
formity in the treatment of certain problems js 
imperative.” 


—Report of Committee Codperating with the 
Federal Communications Commission in 
Special Studies of Telephone Regulatory 

Problems. 


On Valuation 


CC Arvocates of the acceptance of original 

cost, or prudent investment, as the 
rate-fixing base in utility rate cases, and the 
elimination of the old fair value rule, feel that 
they have made definite advance—that com- 
missions are free now to adopt original cost or 
prudent investment as the rate base. There are 
those who join with the questioning justices in 
asking whether the [Supreme] Court has really 
laid to rest the ‘ghost of Smyth v. Ames’ or 
has gone any further than to hold that regu- 
latory bodies are not under the requirement of 
recognizing—unless under statutory direction 
—cost of reproduction new as an element of 
value in ascertaining ‘fair value.’ In short, has 
the majority receded from the old fair value 
rule per se? It is pointed out that the majority 
did not declare for original cost or prudent in- 
vestment. 

“The decision [Natural Gas Pipeline Co. v. 
Federal Power Commission (1942) 42 PUR- 
(NS) 129] seems to reveal disagreement 
on whether the court could properly invalidate 
the order of the Federal Power Commission, 
or an order of any regulatory body fixing rates, 
on the ground that ‘the limits of due process 
have been overstepped.’ Concurring justices 
argued that rate making is a species of price 


e 


fixing and ‘legislative price fixing is not pro- 
hibited by the due process clause.’ They fear 
that the references by the majority to consti- 
tutional requirements and limits of due process 
might be interpreted as calling for a continu- 
ance of the fair value theory. It may take fur- 
ther decisions of the court to dissipate the fog, 
and it is too early to predict to what extent 
the decision marks ‘the start of a new chapter 
in the regulation of utility rates.’ 

“There is, however, reason to believe that 
the Supreme Court is withdrawing as far as it 
can from interference with regulatory matters 
and controversies having, however, dropped a 
precautionary and protective anchor to lee- 
ward in the form of an admonition to regula- 
tory bodies not to overstep the limits of due 
process. If this admonition is observed, it 
would seem that the commissions are free of 
interference by the Supreme Court. It may be 
expected that cases designed to penetrate fur- 
ther the mind of the justices will reach the 
courts.” 


—Report of Committee on Valuation, Er- 
nest I. Lewis, director, Bureau of Valua- 
tion, Interstate Commerce Commission, 

chairman. 


On Rural Electrification 


66 oR post-war rural electrification new- 
design ideas need to be developed. Engi- 
neering designs have been perfected for trans- 
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formers of new design with low core losses. 
There may be a change to the natural, rather 
than the upside-down construction, using the 


808 





WHAT THE STATE COMMISSIONERS ARE THINKING ABOUT 


ground wire on top; reduction of the cost of 
underground lines through the development of 
new kinds of cable, without any increase in an- 
nual.charges; generating equipment based on 
new conceptions of economy, and developing 
hydroelectric power on many small streams 
which would not be regarded as economical 
to private utilities; small circuit breakers in 
the primary of every small rural transformer, 
ata cost of little more than a primary fuse; 
automatic reclosing breakers in the secondary 


e 


of small rural transformers, at a cost of only 
about a dollar each; better arresters, of more 
economical design; outage recorders to locate 
instantly breaker outages; and carrier tele- 
phone service over the codperative’s own 
power line.” 


—Report of Committee on Progress in Pub- 
lic Utility Regulation (presented subject 
to modification), Leon Jourolmon, Jr., 

chairman. 


On the ODT 


oT HIs plan [of utilizing state commis- 
sions] has never been worked out, and 
while your committee has waited at the cross- 
roads of hopeful expectancy for the green 
light, it has witnessed the mushroom growth 
of the Office of Defense Transportation to a 
staff personnel four times that necessary to ad- 
minister the Selective Draft, and to a number 
which doubtless exceeds the total personnel of 
all the state commissions of the 48 states 
combined. 

“Your committee from the very beginning 
undertook to urge upon Mr. Eastman and his 
staff the inadvisability of recruiting an inex- 
perienced staff for the administration and en- 
forcement of the orders of his office which 
would mean a duplication of the existing staff 
and personnel of the various district motor 
carrier bureaus and the several state commis- 
sions. In taking that position, we were 
prompted solely by the desire to have a greater 
share in the preservation and utilization of our 
transportation system in the furtherance of our 
war effort in the present national emergency. 

“We were convinced that the existing 
trained personnel could efficiently handle the 
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job, and after months of the uncertain effort 
of this newly created and duplicating staff, we 
are more convinced than ever of the correct- 
ness of our position. We have seen orders is- 
sued, postponed, and finally withdrawn with 
the total net result of a great deal of waste in 
time and money and unnecessary disturbance 
of the transportation industry as well as the 
general public. A fair and honest survey of 
the work of this agency fails to reveal any 
substantial good that has been accomplished. 
Such benefit as might flow from certain of the 
orders has not been realized by reason of the 
inability of the ODT to enforce even those 
provisions such as the circuity and overload- 
ing provisions of the motor carrier orders. 

“Time precludes the prolixity necessary for 
the detailing of our numerous conferences 
which have occurred almost monthly and the 
great volume of correspondence, but the com- 
mittee was most hopeful until only recently 
that this latter plan could be put into operation 
with ODT and subsequently extended to other 
agencies.” 

—Report of Special War Committee, Walter 

R. McDonald of Georgia, chairman. 


On Emergency Transportation 


va HE importance of the rail carriers has 
been and is being emphasized during 
the present period of national emergency. It 
has been said that no other group in America 
has performed its functions with any greater 
efficiency and thoroughness in this emergency 
than have the railroads. 

“The large number of troops moved and ma- 
terials transported for the government, in addi- 
tion to increased demands to meet the needs of 
the general public, accentuated by the shortage 
of rubber and gasoline and the diversion of 
ships for government use, has extended rail- 
road operation to a new high. The peak in rail 
transportation, up to the present time, was 
reached in the year 1929. The railroads per- 
formed more service in 1941 than any year in 
their history. They moved 475,000,000,000 ton 
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miles. The tons of freight originated in 1941 
were 1,209,584,892. This amount of freight 
originating has been exceeded in several pre- 
vious years. However, the tons of 1941 traffic 
traveled more miles than any previous year. 
In other words, there was more rail trans- 
portation service, as measured by tons multi- 
plied by distance, in 1941 than in any prior year. 
Recent figures show that for the first six 
months of 1942 the railroads handled approxi- 
mately 30 per cent more traffic than they han- 
dled in the same period of 1929. 

“The motor carriers, likewise, are perform- 
ing a great service.” 


—Report of Committee on Services and Fa- 
ctlities of Transportation Agencies, Jerry 
W. Carter of Florida, chairman. 
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NARUC Convention 


ITH a registered attendance in excess of 
three hundred, the National Association 
of Railroad and Utilities Commissioners held 
its fifty-fourth annual convention at the Coro- 
nado hotel in St. Louis, Missouri, November 
10th to 12th. On the roll call 38 state commis- 
sions and 4 Federal commissions responded. 
It was a “war convention” and the discus- 
sions and reports of the three days dealt al- 
most entirely with the relationship of utility 
regulation to the war emergency. The conven- 
tion was called to order by the president of 
the association, Frank W. Matson, chairman 
of the Minnesota Railroad and Warehouse 
Commission. The meeting was welcomed to 
St. Louis by the chairman of the Missouri 
Public Service Commission, Frederick Stueck, 
and the mayor of St. Louis, William Dee 
Becker. Response on behalf of the association 
was made by Wade O. Martin, first vice presi- 
dent of the association and chairman of the 
Louisiana commission. 

In his brief opening address, President Mat- 
son reviewed the events of the current year. 
He had been president of the association only 
since July, when the former president, Com- 
missioner James of Missouri, resigned to go 
on active duty as a lieutenant commander in 
the Navy. Subsequently the executive commit- 
tee of the association decided to shift the con- 
vention from Dallas, Texas, to St. Louis, and 
to restrict the scope of the meeting. President 
Matson recalled the activities of the associa- 
tion in cooperating with the ICC and especial- 
ly mentioned the work of the Special War 
Committee and the assistant solicitor general, 
Frank B. Warren, who took his post during 
the past vear. 

John E. Benton, general solicitor of the 
association, in his address concerning the ac- 
tivities of the Washington office, recalled the 
efforts of the association in opposing the so- 
called “big truck bill” upon which Congress 
failed to act. Mr. Benton also referred to cer- 
tain regulatory litigation in which the associa- 
tion entered appearance. He analyzed in some 
detail the Natural Gas Pipeline decision in 
which he observed the Supreme Court had 
not overruled Smyth v. Ames and had refused 
to adopt any rigid formula for rate making. 
He concluded that the Natural Gas Pipel'ne 
decision simply gave the state commissions 
more latitude in determining the rate base in 
individual situations. 
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The March of 
Events 


On the second day the association received 
the report of the Special War Committee un- 
der Chairman Walter R. McDonald, who is 
also chairman of the Georgia Public Service 
Commission. The scheduled topic for discus- 
sion was war-time transportation problems, 
Joseph B. Eastman, director of ODT, who was 
one of the scheduled discussion leaders, was 
delayed by train connections and appeared later 
for a brief address in which he emphasized 
the serious impact of the rubber shortage on 
the important job which motor transport must 
do in the emergency. 

Chairman Carrol! L. Meins of the Massa- 
chusetts Department of Public Utilities also 
participated in the discussion of transporta- 
tion problems and raised the question of 
whether the ODT was availing itself of the 
opportunity which had been offered to it for 
securing the active codperation of the state 
regulatory commissions and their staff per- 
sonnel. 

Also received at this session were the re- 
ports of the committees on Legislation (chair- 
man, H. Lester Hooker of Virginia), Progress 
in the Regulation of Transportation Agencies 
(chairman, George C. McConnaughey of 
Ohio), Rates of Transportation Agencies 
(chairman, Ben C. Larkin of North Dakota), 
Service and Facilities of Transportation Agen- 
cies (chairman, Jerry W. Carter of Florida), 
Safety of Operation of Transportation Agen- 
= hanna C. L. Doherty of South Da- 

ota). 

On the afternoon of November 11th, the 
association received the report of the Com- 
mittee on Cooperation under the chairmanship 
of John J. Murphy of South Dakota. The 
topic for discussion at this session was the re- 
lation between state regulatory agencies an 
Federal war agencies. The leaders of the dis- 
cussion were Herbert S. Marks, acting chief 
of the WPB Power Division, Director Robert 
A. Nixon of the OPA Transportation and 
Public Utilities Division, and Justus 
Craemer, president of the California Railroad 
Commission, 

President Craemer reviewed the activities of 
the California commission in coédperating with 
the armed forces on emergency matters affect- 
ing utilities. He made it clear that the state 
commission had rendered valuable assistance 
in this connection by taking the initiative in 
planning and organization work. 

Mr. Marks discussed the activities of the 
WPB Power Division in dealing with control 
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THE MARCH OF EVENTS 


of gas and electric supply in various areas. 
Mr. Nixon’s address was substantially re- 
ported in full text in Pustic Utiuities Fort- 
NIGHTLY of November 19th. 

Also at this session were received reports 
of the Committee on Codperating with the 
Federal Communications Commission in Spe- 
tial Telephone Studies, the Committee on De- 
preciation (chairman, Nelson Lee Smith of 
Washington, D. C.), and the Committee on 
Rates of Public Utilities (chairman, Richard 
]. Beamish of Pennsylvania). 

The feature of the morning session of the 
third day, November 12th, was the action 
taken on a resolution which had been pro- 
posed by the Committee on Rates of Public 
Utilities under the leadership of Chairman 
Beamish. This proposal to have a series of 
joint hearings on the subject of depreciation 
by Mr. Beamish’s committee, as well as the 
association’s Committee on Depreciation and 
certain Federal commissions, was rejected by 
the executive body. Mr. Beamish made some 
objection from the floor but the committee’s 
action was not disturbed. 

The scheduled discussion for the session 
was the effect of war taxes on utility regula- 
tion. Chairman Peterson of the Wisconsin 
Public Service Commission asserted that one 
effect of high war taxes is the “stimulus which 
they will give to public ownership of utilities.” 
Private ownership of utilities, he commented, 
may be one of the casualties, or at least a 
“shell-shocked” victim of the war. If this is 
so, he added, “the revenue bill of 1942 may 
be termed a ‘task force’ to obtain that objec- 

Frank B. Warren, the association’s assistant 
general solicitor, also discussed the question 
with emphasis on recent regulatory questions 
as to whether abnormal war taxes should be 
charged against operating expenses, and also 
what might properly be considered abnormal 
war taxes, 

Commissioner Robert E. Healy of the Se- 
curities and Exchange Commission submitted 
at this session a table prepared by an SEC 
staff member showing the effect of war taxes 
on utility financing. This was presented in con- 
nection with a report of the Committee on 
Corporate Finance under the chairmanship of 
W. C. Fankhauser of California. Other com- 
mittees reporting at this session were Valua- 
tion (chairman, Ernest I, Lewis of the ICC), 
Uniform Service Company Contract (chair- 
man, A. B. Hill of Arkansas), Progress in 
the Regulation of Public Utilities (chairman, 
Leon Jourolmon, Jr., of Tennessee), Develop- 
ments in Regulatory Law (chairman, Harold 
E. Davidson of Iowa), Air Transportation 
Costs (chairman, W. A. Weeks of Missouri). 

At the afternoon session of the third day 
uniform power-factor clauses in electric rate 
schedules and fuel adjustment clauses were 
discussed by Professor Francis T. McNamara 
of Yale University, who is a consultant to the 
Connecticut Public Utilities Commission. 


The report of the Committee on Accounts 
and Statistics was made by its chairman, Fred 
Kleinman of Illinois. 

The following officers were reéiected : Presi- 
dent Frank W. Matson of St. Paul; Wade O. 
Martin of New Orleans, first vice president; 
John E. Benton of Washington, D. C., general 
solicitor; Frank B. Warren of Washington, 
D. C., assistant general solicitor; Ben Smart 
of Washington, D. C., secretary. George C. 
McConnaughey of Columbus, Ohio, was 
elected second vice president. 

Chicago was designated as the place of the 
jee convention, and September 14th as the 

ate. 


WPB Reorganization 


AP operating public utility industries have 
been grouped together in the same bureau 
in the latest War Production Board reorgan- 
ization. The name of the bureau is the Con- 
struction and Utilities Bureau, under the di- 
rection of John Hall. It is one of the five 
bureaus into which all industry branches have 
been classified after being first raised to the 
rank of division. (The other four industry 
bureaus are Minerals, Commodities, Consumer 
Goods, and Equipment.) 

The distinction between the old “power 
branch” and “communications branch” is pre- 
served in the new division status. Although 
both are now under a common bureau director, 
the new power division will still include juris- 
diction over electric, gas, and waterworks. The 
division of communications equipment (for- 
merly “communications branch”) will cover 
telephone and telegraph companies. Other in- 
dustry divisions which also go under the new 
Construction and Utilities Bureau are plumb- 
ing and heating, building materials, lumber 
and lumber products, transportation equip- 
ment, and governmental (formerly Bureau of 
Government Requirements). 

For the immediate present it is not expected 
that the new reorganization will mean any im- 
portant changes either of personnel or policy 
within the two WPB utility divisions. Leigh- 
ton H. Peebles continues as chief of com- 
munications equipment and Herbert S. Marks 
continues as acting chief of the power di- 
vision. Eventually, however, the unifying and 
“tightening up” program of Ferdinand Eber- 
stadt is likely to result in further consolida- 
tion of functions within the five industrial 
bureaus. The purpose would be to eliminate 
lost motion, overlapping, and generally taking 
up certain “slack lines” of organization which 
have been the subject of some criticism in the 
past. Hence, we may eventually witness the im- 
portance of the various bureaus emphasized 
as distinguished from their respective com- 
ponent industrial divisions. 

All of the new industrial bureaus will re- 
port to Ernest Kanzler, director general of 
operations. He in turn will be responsible to 
Mr. Eberstadt, who is responsible only to 
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Donald Nelson, WPB chairman. Unofficially, 
Eberstadt, whose ostensibly modest title is 
WPB program vice chairman, is really run- 
ning the WPB show. Even Donald Nelson has 
apparently retired to a position of more or 
less formal supervision. That may only be 
temporary—to give Eberstadt a chance to show 
what he can do. In other words, virtually all 
of WPB now heads up under Eberstadt, ex- 
cept comparatively small staffs attached to the 
offices of WPB Vice Chairman Charles E. 
Wilson, Rubber Czar William M. Jeffers, and 
Nelson’s own office, including William L. Batt 
and J. S. Knowlson. 

The three “controlled materials” division 
(copper, steel, and aluminum) will report to 
Eberstadt as will J. A. Krug, head of the new 
“distribution bureau,’ which will exercise the 
functions of the old priorities division. Each 
industry division will be assigned a special 
labor representative and a “division require- 
ments committee.” The latter will be composed 
of representatives of the seven “claimant agen- 
cies” which ultimately divide up available ma- 
terials according to the allotments made by 
the Eberstadt program committee. These agen- 
cies are Army, Navy, Maritime, Aircraft, 
Board of Economic Warfare, Lend-lease, and 
civilian supply. 


WPB Authorizes Top Priority 
For Utilities 


a up the importance of keeping the 
nation’s civilian economy in a healthy con- 
dition, the requirements committee of the War 
Production Board on November 11th author- 
ized that the top priority rating of AA-1 may 
be applied to essential repair and maintenance. 

Included in the scope of the determination, 
which becomes a basic policy for the first 
quarter of 1943, are essential repairs and main- 
tenance for productive facilities, utilities, hous- 
ing, and consumers’ durable goods. 

The action will make it possible for vital 
plants and factories, mines and refineries, and 
other industrial facilities to continue effective 
production of both munitions of war and 
essential civilian goods. Communication and 
transportation systems, gas, oil, and water 
lines and other services will be assured of ma- 
terials to keep them performing their essential 
functions. Supplies and materials needed for 
essential maintenance and repair for housing 
also may be obtained. 

Until the Controlled Materials Plan goes 
into full operation, the existing priorities sys- 
tem will be used to obtain the steel, copper, 
and aluminum needed for such maintenance 
and repair. Under CMP each agency will 
break down its material requirements three 
ways: into that needed for production, con- 
struction and facilities, and maintenance and 
repair. 

y including maintenance and repair re- 
quirements in the over-all materials program, 
CMP provides a long-range assurance that the 
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nation’s essential industries will be kept in 
operation. 


Urges Post-war Railroad 
Mergers 


_——— Roosevelt recently sent to Con- 
gress a report suggesting post-war con- 
solidation of the nation’s railroads into a 
limited number of regional systems. The re- 
port was prepared by an advisory committee 
of the National Resources Planning Board, 
Owen D. Young, chairman of General Electric 
Company, headed the committee, The Presi- 
dent sent the report to Congress for its con- 
sideration. 

In transmitting the report to Congress Presj- 
dent Roosevelt emphasized the major rdle 
transportation is playing in winning the war 
and said that it will play a similar part in 
winning the peace. He said that prior to the 
enactment of the Transportation Act of 1940 
he requested the board in codperation with 
Federal transportation agencies to make a 
study of transportation development problems 
with particular reference to the government's 
aims and policies. 

In this respect he declared that government 
expenditures for transportation facilities of 
all types have amounted to about $1,000,000,000 
annually and similar expenditures by states 
and municipalities have exceeded this figure. 


Asked to Dispense with Outdoor 
Lighting 


HE War Production Board last month 

asked city officials, civic clubs, chambers 
of commerce, merchants, and citizens general- 
ly to dispense with outdoor decorative light- 
ing this Christmas. 

WPB pointed out that Christmas lighting 
requires the use of critical materials, elec- 
tricity, and man power and is not in line with 
general conservation programs already under 


way. 

The attitude of WPB toward Christmas 
lighting was announced because of numerous 
inquiries that have already been received from 
city officials, chambers of commerce, and civic 
clubs asking what they should do this Christ- 
mas in regard to outdoor decorative lighting. 

WPB did not ask that indoor Christmas 
lighting, whether in the home or in stores, be 
eliminated, but it believes that outdoor light- 
ing, such as festooned store fronts and deco- 
rated streets, must be dispensed with in war 
time, 

Although the electricity saving and the re- 
sultant fuel saving may appear small, as com- 
pared with the total annual usage, neverthe- 
less the elimination of outdoor Christmas 
lighting was estimated to save 50,000,000 kilo- 
watt hours of electricity, enough to meet the 
lighting and power requirements of a city of 
50,000 for a year. 
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FPC Postpones Rate Hearing 


HE Federal Power Commission recently 

announced its postponement to December 
14th of the hearing previously set for Novem- 
ber 17th pursuant to an investigation insti- 
tuted by the commission on its own motion 
of the rates and charges involved in a 10-com- 
pany power pool, known as the “Southwest 
power pool,” to furnish electric energy to the 
Defense Plant Corporation’s Lake Catherine 
aluminum plant in Arkansas. The hearing will 
be held in Little Rock, Arkansas. 

In its original order setting the matter down 
for hearing, the commission stated that the 
investigation conducted by its staff during the 
preceding seven weeks had disclosed condi- 
tions, facts, and circumstances which warrant 
a public hearing. The Southwest power pool 
is comprised of: Arkansas Power & Light 
Company, Kansas Gas & Electric Company, 
Louisiana Power & Light Company, Missis- 
sippi Power & Light Company, Nebraska 
Power Company, Oklahoma Gas & Electric 
Company, Public Service Company of Okla- 
homa, Southwestern Gas & Electric Company, 
Southwestern Light & Power Company, and 
Texas Power & Light Company. 

The original order provided that if the com- 
mission, after hearing, shall find that any of 
the rates, practices, or contracts provided in 
the intercompany agreements are unjust, un- 
reasonable, unduly discriminatory, or prefer- 
ential, it will determine and fix, by appro- 
priate order or orders, just and reasonable 
rates, charges, classifications, practices, or con- 
tracts to be thereafter observed. The order 
also provided that the presiding trial examiner 
may, after convening the hearing in Little 
Rock, continue hearings thereafter at such 
times and places as he may designate. 


To Hold Annual Forum 


HE Technical Valuation Society will hold 

its annual forum on December 12th at 
New York city. The morning session will be 
devoted to prominent economists, appraisers, 
and valuation engineers who will present 
papers and direct discussion on many press- 
ing valuation problems, particularly in their 
relation to the war effort. 
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Following a luncheon with guest speakers, 
the afternoon session will consist of commit- 
tee meetings and the annual business meeting 
of the society. 

Further information may be obtained from 
W. C. Fisher, chairman of the program com- 
mittee, or from C. I. McErlain, chairman of 
the dinner committee in charge of luncheon 
arrangements, at the Technical Valuation So- 
ciety, 33 West 39th Street, New York city. 


Northwest Power Pinch Eased 


T® Bonneville Administration in a report 

of its operations to November Ist recent- 
ly disclosed how tight the Pacific Northwest 
nig squeeze of late summer and fall has 
een. 

According to the administration, the area 
has been saved from a severe power shortage 
only by operating Bonneville and Grand Coulee 
generators at times as much as 10 per cent 
beyond rated capacity. 

In all, the Federal power houses on the Co- 
lumbia river have been called upon to supply 
from 40 per cent to 50 per cent of the entire 
power requirements of Oregon and Washing- 
ton over the last four months, it was stated. 
This was caused by one of the driest periods 
in Northwest history. 

While the situation has eased somewhat, it 
has not completely cleared up, Dr. Paul J. 
Raver, administrator, said. The easing was 
attributed to increased October rainfall and 
to the holdback and accumulation of water in 
private reservoirs. 

While the Bonneville Administration gen- 
erators delivered heavily to other systems, the 
November lst monthly operating report of 
Bonneville Administration showed delivery to 
Portland General Electric of about 190,000,- 
000 kilowatt hours, to Washington Water 
Power and Pacific Power & Light about 150,- 
000,000, to the Tacoma municipal system about 
110,000,000, and to the Seattle municipal sys- 
tem about 48,000,000. 

In addition to this nearly 510,000,000, about 
30,000,000 kilowatt hours have been delivered 
to other utility systems for transfer to Bonne- 
ville customers. These deliveries have been 
in addition to direct service to war-time indus- 
tries and other customers. 


R 
Alabama 


Conservation of Gas Asked 


To gas needs of war plants in the Bir- 
mingham area are increasing to such an 
extent that an appeal was made recently by 
Colonel James P. Barnes, district director of 
the War Production Board in Birmingham, 
to all consumers to conserve and economize in 
the use of gas. 

He declared no shortage was anticipated, 
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even at the peak cold weather period expected 
in January, but added the war plants’ needs 
made it practical for household consumers to 
further the war effort by using gas more effi- 
ciently. Additional facilities being built by Bir- 
mingham Gas Company are expected to fore- 
stall any threatened shortage in the district. 

The director said, however, that gas con- 
servation is needed not only to help prevent 
shortages but to save critical fuels. 
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Bimonthly Meter Reading 


os Alabama Power Company will begin 
reading electric meters once every two 
months, instead of monthly, beginning Decem- 
ber 15th or as soon thereafter as arrangements 
can be completed. 


Authorizing the plan on November 11th, the 
state public service commission ordered ‘that 
for the intervening month during which the 
meter is not read, the bill will be figured on a 
basis of approximately one-half the sum of 
the bill for the previous two months. Adjust- 
ments will be made with the next reading. 


Arkansas 


Rate Cut Rejection Protested 


HE state utilities commission on Novem- 

ber 6th “respectfully insisted” that the 
Federal Power Commission reconsider its ac- 
tion in refusing a natural gas rate reduction 
for five southeast Arkansas towns. 

The FPC notified Arkansas officials it would 
not approve an agreement under which the 
Memphis Natural Gas Company would reduce 
its wholesale rates to the Arkansas Power & 
Light Company about $4,800 a year. The state 
commission already had directed the AP&IJ. 
to pass on the saving to its gas customers at 
McGehee, Dermott, Lake Village, Eudora, 
and Wilmot. 

Rejection of the agreement was based on 
the fact that the Memphis Natural Gas Com- 
pany did not at the same time reduce its rates 
to distributing companies in Mississippi and 
Tennessee, other than the city of Memphis. 

Replying to the FPC, P. A. Lasley, special 
attorney for the state commission, suggested 
that the “consumers in Arkansas should not 
be penalized because those in Mississippi and 


Tennessee have not asked for a reduction.” 


Company Offers New Contract 


| yee og requirements for temporary power 
at the Jones Mill aluminum plant near Hot 
Springs have been reduced below original esti- 
mates, the Arkansas Power & Light Company 
has offered to make a new contract with the 
Defense Plant Corporation which would save 
the government $1,330,000, officials of the 
power company said recently. 

The power company was awarded a 2-year 
contract last December to supply 65,000 kilo- 
watts of interim power until the aluminum 
mill’s own power plant could be built. An 
energy rate of 4 mills per kilowatt hour was 
provided under this contract. 

Recently it was found that the amount of 
power that would be required from the power 
company would be only 40,000 kilowatts be- 
cause the mill’s own power plant was enlarged, 
AP&L officials said. The power company has' 
offered to reduce its contract to 40,000 kilo- 
watts. 


California 


Transit Plan Rejected 


HE voters of San Francisco last month 

defeated by 100,904 to 94,243 a proposal 
that the city acquire the Market Street Rail- 
way for $7,956,000 through revenue bonds. 


Defeat of the proposal was said to leave the 
status of the Market Street Railway unde- 
cided, since no alternative plan had been 
formulated by either the city’s representatives 
or the Market Street Railway Company’s man- 
agers. 


Connecticut 


Line Connections Approved 


HE Federal Power Commission on No- 
vember 4th announced the use of a 25,000- 
kilowatt interconnection at New Britain be- 
tween the transmission lines of the Connecticut 
Light & Power Company, and those of the 
Connecticut Power Company, would save 
about 25,000 to 30,000 tons of coal a year in the 
New England area and a corresponding reduc- 
tion in the use of rail transportation facilities. 
The commission’s approval of the intercon- 
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nection was asked by the Connecticut Light 
& Power Company, and the approval was 
granted. The action taken was in line with 
advice of the Office of Defense Transportation 
to the FPC. ODT advised that interconnec- 
tions of electric facilities which will conserve 
the use of transportation facilities for coal, 
either by reduction in length of haul or amount 
of coal used, would assist in the war program. 

The proposed connection, for which a sub- 
stantial part of the facilities have been in place 
for several years, will have a transfer capacity 
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of 25,000 kilowatts. The facilities to be con- 
nected are limited in capacity, however, to a 
transfer of 10,000 kilowatts when the transfer 
is superimposed on the loads of the respective 
systems. 

A project preference rating for necessary 
materials has been issued by the War Produc- 
tion Board. 

The FPC on November 6th announced its 
order determining that the emergency use of 
a connection between facilities of the Con- 
necticut Light & Power Company, Hartford, 
and the Mystic Power Company, Mystic, would 
not affect the status of the Connecticut Com- 
pany under provisions of the Federal Power 
Act. Use of the connection will make possible 


additional power supply to the system of the 
Narragansett Electric Company in the Wester- 
ly, Rhode Island, area through transfer of 
energy at a rate not to exceed 10,000 kilovolt- 
amperes from the Mystic Company’s genera- 
tors to help carry the Narragansett Company’s 
increased war loads. The resulting deficit in 
the Mystic Company’s power supply will be 
met by a transfer from the Connecticut Com- 
pany’s system through the interconnection, lo- 
cated at Whipple Junction, Connecticut. 

Commission approval of the use of the con- 
nection was asked by the Connecticut Light 
& Power Company in an application filed under 
emergency authority granted the commission 
by § 202 of the Federal Power Act. 


District of Columbia 


Commission Rejects OPA Plea 


As a final bit of business before leaving for 

the National Association of Railroad and 
Utilities Commissioners’ convention in St. 
Louis last month, the District commission re- 
jected an OPA petition that the order for a 
$200,000 gas rate increase be stayed until the 
case could be reconsidered. 


Minority commission member, Gregory 
Hankin, who accompanied Chairman James 
H. Flanagan to the convention, dissented from 
the order. 

On November 16th the commission denied 
a petition for reconsideration. This was viewed 
as clearing the way for an early court test. 
OPA utilities counsel was later denied a 
temporary restraining order. 


lowa 


Move to Buy Gas Utility 


y a 5-to-3 vote, the Council Biuffs city 
council on November Sth awarded Guy 
C. Myers, New York investment broker, a 
contract to act as agent in the city’s proposed 
purchase of the Council Bluffs Gas Company. 
The contract was awarded with a resolu- 
tion amending it so that a portion of it mak- 
ing Myers the agent in any deal with the Ne- 
braska Power Company was clipped out. 
The amendment was offered by Alderman 
George Steinberg, and provided that the only 
facility covered by the contract should be gas, 


excluding the electric utility. It also provided 
that the contract be awarded only with that 
specific amendment included. 

The city council subsequently set December 
9th as the date for Council Bluffs’ voters to 
decide whether the city should purchase the 
Council Bluffs Gas Company. 

At the same time, they will vote on the ac- 
ceptance of an assignment of the contract now 
in force between the Council Bluffs Gas Com- 
pany and the Northern Natural Gas Company, 
and whether the system if purchased should 
be placed into the hands of a board of trus- 
tees. 


Louisiana 


Natural Gas Unit Purchased 


B pen purchase of the natural gas transmis- 
sion and distribution system of the South- 
western Gas & Electric Company serving the 
Mississippi coast by Gulfport, Biloxi, and Pass 
Christian was announced by city officials of 
Gulfport on November 6th. The sale will be 
subject to ratification by the electorate of the 
respective cities at a special election to be held 
December 8th. 


Acquisition of the properties was made 
possible by the Holding Company Act passed 
several years ago by Congress, wherein the 
Securities and Exchange Commission was 
given authority to order the integration of 
utility holding companies. Sales of the coast 
gas properties was decided upon by company 
officials to comply with provisions of this 
act. 

The cost of acquiring the system will be 
realized from the sale of bonds to be paid 
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solely from the earnings of the enterprise and 
in no way will the cities be obligated or au- 


thorized to use ad valorem taxes or other 
funds. 


Mississippi 


Company Loses Suits 


fie Mississippi Power & Light Company 
last month lost two efforts to prevent the 
Federal Power Commission from conducting 
a special investigation to learn the where- 
abouts of certain records of the power com- 


pany. 

The United States Circuit Court of Appeals 
upheld in two suits the ruling of the United 
States District Court of the Southern District 
of Mississippi. One of the suits was brought 
by the company against the FPC and the other 
was directed by the company against the in- 
vestigators as individuals. 

On May 27th the FPC issued an order stat- 
ing that there was reason to believe that cer- 
tain records of the power company were with- 
held or destroyed in violation of the Federal 
Power Act and that these records were ma- 
terial to the commission’s examination of costs 


of the company’s property and a reclassifica- 
tion of its accounts. 

The order of the commission directed that 
an investigation be conducted to learn the 
whereabouts of the records and to discover 
whether the act had been violated. 

The power company then filed suit against 
the commission asking that the court review 
the commission’s order. The commission coun- 
tered with a motion to dismiss the company’s 
suit on the grounds of lack of jurisdiction. 
The lower court dismissed the suit and its rul- 
ing on November 3rd was affirmed by the court 
of appeals. 

The power company also asked an injunc- 
tion directed against George Slaff and other 
eee of the commission as individ- 
uals. 

This also was dismissed by the lower 
court and the ruling was affirmed by the court 
of appeals. 


New York 


Obtains Higher Gas Rates 


HE state public service commission on No- 

vember 14th closed an investigation of gas 
rates charged by the Central New York Power 
Corporation, approving increases giving the 
company $350,000 additional revenue yearly. 

The new rates have been in effect in the 
Syracuse and Baldwinsville area since April 
29th. The company originally asked for an 
increase of $465,000. 

In closing the proceedings, the commission 
ordered release to the corporation of moneys 
collected under the new rates and impounded 
pending the investigation. 


Utility Wins Stay 


Tr Federal Circuit Court of Appeals in 
New York city on November 10th tem- 
porarily stayed, pending decision, an order of 
the Federal Power Commission directing the 
Niagara Falls Power Company to write off 
$15,537,943 from its accounts, an amount which 
the commission held was carried on the com- 
pany’s books in excess of legitimate original 
cost of its power project at Niagara Falls. 

The following are some of the conditions 
upon which the temporary stay was issued: 

That pending appeal the petitioner declare 
and pay no dividends except upon order of 
this court upon motion and hearing. 
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That prior to decision on appeal the peti- 
tioner will make every reasonable effort to do 
whatever is necessary for a prompt compli- 
pore with the commission’s order of June 9, 

That the petitioner will furnish a certified 
copy of the stay order to each regulatory 
commission or other agency, both state and 
Federal, having jurisdiction over the financial 
structure of the petitioner or its security issues, 
or having authority to require the petitioner 
to file financial or other reports. 

That the petitioner will notify the stock- 
holders of its parent company that the peti- 
tioner preferred this stay to the alternative 
offered in the commission’s amended offer. 


Utility Purchase Urged 


——_ a group of speakers who urged city 
acquisition of the Staten Island Edison 
Company plant at a cost not exceeding $14,- 
500,000, Controller Joseph D. McGoldrick told 
the New York city council finance committee 
recently that the purchase was a bargain that 
should be snapped up without delay. 

Unless the city bought the plant, the con- 
troller warned, it would fall into private own- 
ership, with the result that rates would re- 
main as high as the present level. He pointed 
out that the prevailing low interest rate would 
permit the city to finance the purchase advan- 
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tageously, and said that the city must act im- 
mediately to take advantage of the opportunity. 

In his brief, the controller said that more 
than 2,000 cities in the United States had op- 
erated their own power plants without one in- 
stance of failure. 

Mr. McGoldrick said the only valid objec- 
tion raised by Charles H. Tuttle, former 
United States attorney, and his associates, was 
the question of principle involving the city’s 
participation in private business. He urged the 
committee to let this question go to the city’s 
yoters on a referendum to be held next Janu- 


ary 30th. 4 

g Poa ae P. Davidson, trustee of the New 
York State Power Authority, said that ex- 
perience had shown that cheaper rates resulted 
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from municipal ownership than from private 
ownership. 

Mr. Davidson said the state agency neither 
favored nor disapproved any particular pur- 
chase, adding that each case must be consid- 
ered on its own merits. 

Other speakers who favored the purchase 
were Dr. John Bauer, director of the Ameri- 
can Public Utilities Bureau, who spoke for 
the city affairs committee; Clifford T. Mc- 
Avoy of the CIO; Copal Mintz of the Ameri- 
can Labor party; Joseph G. Glass, labor at- 
torney; Noel Watlers of the Amalgamated 
Clothing Workers Union; Nathaniel Minkoff 
of the International Ladies Garment Workers 
Union; and Dr. Harry W. Laidler, former 
councilman. 


South Carolina 


Power Merger Delay Asked 


HE proposal of the South Carolina Elec- 
tric & Gas Company, of Columbia, and 
the Lexington Power Company that they be 
consolidated into one corporation has become 
stalled, for the time being, at least. Represent- 
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Tennessee 


Power Rate Surcharge Removed 


ie Walter Chandler of Memphis on 
November 6th, the eighth anniversary of 
the city’s decision to run its own electric sys- 
tem with TVA power, announced a 15 per 
cent surcharge on residential rates would be 
removed in April, 1943. 


> 


atives of the companies last month proposed 
and got a postponement of the hearings on 
their application before the state public service 
commission. 

It was reported that the companies may 
submit an amended merger plan. If so, the 
case would be entirely reopened. 


Memphis is the only large city using TVA 
power that adds a surcharge to standard TVA 
rates. 

A recent report by the city comptroller 
recommended abolition of the charge, and 
Chandler announced the city commission had 
agreed to the recommendation in so far as 
residential rates were concerned. 


Texas 


New Odorant Plan Suggested 


M22 natural gas distributing companies 
of Texas at a special meeting on No- 
vember 5th submitted evidence upon which 
the state railroad commission would issue a 
new gas malodorization order. 

_ Lone Star Gas Company, Community Pub- 
lic Service Company, Brazos River Gas Com- 
pany, and El Paso Natural Gas Company of- 
fered testimony in support of a proposed order 
which they said would permit gas distributors 
to prove in courts of law that they probably 
had odorized their product. 

The original order, adopted as a_ public 
safety measure soon after the New London 
school explosion which cost the lives of ap- 
proximately 300 pupils and teachers, was de- 
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clared void by the state supreme court be- 
cause it was “vague, indefinite, unreasonable, 
incapable of application, and violative of due 
process.” 


Power Hook-up Approved 


HE Federal Power Commission deter- 

mined recently that the emergency use of 
existing interconnections between Texas Elec- 
tric Service Company, Fort Worth, and West 
Texas Utilities Company, Abilene, to augment 
power supply to war production loads served 
through the “Southwest power pool” will not 
establish the Texas Electric Service Company 
as an interstate utility, subject to the commis- 
sion’s jurisdiction under the provisions of the 
Federal Power Act. 
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The Latest 
Utility Rulings 


OPA Intervention Fails to Change 
Order on Rate Increase 


erp te the action of the District 
of Columbia commission in author- 
izing higher rates under a sliding-scale 
arrangement for the Washington Gas 
Light Company (Order No. 2401), the 
record was reopened for the purpose of 
receiving additional evidence from OPA 
“relating to the inflationary effect, if 
any, of the increase in rates” (Order 
No. 2404). After the receipt of such 
evidence the commission denied a peti- 
tion of the Price Administrator of the 
Office of Price Administration on behalf 
of the Director of Economic Stabilization 
that the rate order be vacated (Order 
No. 2418). 

Disagreement between Commissioner 
Hankin and the other members of the 
commission developed with respect to the 
effect of the act of October 2, 1942. 
amending the Emergency Price Control 
Act of 1942, to provide for notice to and 
intervention by a government agency in 
rate cases. The record in the case had 
been closed prior to approval of this 
amendment, and the commission pointed 
out that, because of a prehearing con- 
ference on August 14th, attended by 
counsel for the OPA and participation 
by OPA in the hearing, there was “an- 
ticipatory compliance” with the statute. 

Commissioner Hankin dissented and 
expressed the view that the rate order 
should be vacated and the case reopened 
for the purpose of arriving “at a cor- 
rect rate structure without limiting the 
Director of Economic Stabilization to the 
development of evidence relating solely 
to the inflationary effect of the ordered 
increase.” Holding that the relatively 
small increase in rates per customer was 
not the only matter involved in connec- 
tion with “inflationary tendencies,” Com- 
missioner Hankin said: 
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Yet, if one is to balance economic factors 
in order to determine inflationary effects, is 
it not pertinent to consider whether the rates 
are not already inflated? If a rate is unrea- 
sonably low, an increase may be justified. It 
may not be inflationary, because it would 
merely bring this cost into proper balance 
with other costs. But if a rate is unreason- 
ably high, it already contributes to the in- 
flationary effect, which should be removed. 
Does it not, therefore, become the function 
of the director to see whether the rates 
should be lowered, rather than raised? Un- 
der the act of October 2nd, the Director of 
Economic Stabilization is given a right to 
intervene, a right without limitation. For 
the commission to say to him that he may 
intervene, but may not go into all elements 
of fact and law which he may deem neces- 
sary for the determination of the reasonable- 
ness of the rate, is to deny him his statutory 
right as effectively as if the petition were 
denied outright. (Dissent to Order No, 
2404.) 


Counsel for the Price Administrator, 
on the reopening, presented evidence to 
show that the amounts used by the com- 
pany for Federal income taxes in its de- 
termination of the amount available for 
increase in rates was overstated by ap- 
proximately $18,000 because the Reve- 
nue Act of 1942 as finally approved con- 
tained a provision exempting from sur- 
taxes that portion of the company’s in- 
come paid out in preferred stock divi- 
dends. 

The commission pointed out, how- 
ever, that in determining the amount 
available for a rate increase it had used 
neither the computation of the company 
nor the commission witness, but substi- 
tuted as a reasonable allowance for Fed- 
eral income taxes 31 per cent of the 
company’s taxable income for the test 
year ended June 30, 1942. It was said 
that accordingly the evidence presented 
by counsel produced a figure for Fed- 
eral income taxes approximately $130,- 
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000 in excess of the amount actually al- 
lowed in the commission’s determination. 
(Order No, 2418.) 

Commissioner Hankin, on the final 
order, wrote a long dissent reiterating 
and expanding his views on the scope of 


the proceeding, the effect of the Price 
Control Act, and what he considered to 
be errors in the commission’s original 
rate determination. Re Washington Gas 
Light Co. (Order Nos. 2404, 2418, 
Formal Case No. 316). 


e 


Discriminatory and Monopolistic Provisions 
Eliminated from Rate Schedules 


OWER natural gas rates were ordered 
by the Federal Power Commission 
with the consent of the companies in- 
volved. The commission held that an an- 
nual rate of return of 63 per cent was 
reasonable for the purpose of fixing 
charges for sales and transportation in 
interstate commerce of natural gas for 
resale. At the outset the companies raised 
a question with respect to their status 
under the Natural Gas Act, but before 
the hearings were concluded they specifi- 
cally waived further hearing in connec- 
tion with the proceeding and acknowl- 
edged their status as natural gas compa- 
nies under the act. 

The commission, in its order reducing 
rates, required the elimination of a pro- 
vision prohibiting El Paso Natural Gas 
Company from selling or delivering gas 
in certain territory to anyone other than 
to Central Arizona Light & Power 
Company without first indemnifying that 


company and a provision prohibiting 
Natural Gas Service Company of Ari- 
zona from selling gas purchased from 
El Paso Natural Gas Company, “which 
shall result in the loss of revenues to the 
Salt River Valley Water Users’ Associa- 
tion from the sale of electricity.” The 
following provision in a rate schedule of 
El Paso Natural Gas Company was also 
ordered eliminated: 

Provided, however, that if Buyer (Ari- 
zona Edison Company, Inc.) sells its dis- 
tribution systems, or any of them, to a mu- 
nicipality or if this contract is acquired by 
a municipality, Seller (El Paso Natural) 
shall receive not less than 23 cents per thou- 
sand cubic feet for industrial gas and not 
less than 36 cents per thousand cubic feet 
for gas sold to domestic customers. 

The commission condemned these pro- 
visions as unreasonable, unduly dis- 
criminatory, and monopolistic. Re El 
Paso Natural Gas Co. et al. (Docket Nos. 
G-257, G-242). 


e 


Rights under Contract Not Enforced by 


Injunction to Enforce Rate 


HE rule that a rate fixed by agree- 
ment between a public utility and 
aconsumer is subject to subsequent regu- 
lation and control of the state was ap- 
plied by the supreme court of California 
in denying the right of a consumer to an 
injunction against a rate in excess of the 
rate fixed by contract. The court, how- 
ever, discussed possible remedies for a 
consumer who had granted valuable 
rights in exchange for the rate agree- 
ment, 
More than fifty years ago a water 
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company had acquired an easement for 
a water main and had settled a dispute 
over riparian rights by granting to the 
landowner a perpetual right to use all 
the water necessary for irrigation of the 
property at a specified rate. In 1937 a 
successor company had notified the pres- 
ent owner of the land that it was aban- 
doning the easement and that service 
would be rendered pursuant to the com- 
pany’s applicable rules and regulations 
and to the company’s rates applicable for 
such service on file with the California 
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commission. This resulted in an action 
for declaration of rights under the con- 
tract to obtain, among other remedies, an 
injunction permanently enjoining the 
company from raising the rates. 

Under the evidence it was concluded 
that the water had been dedicated to a 
public use. Evidence of such dedication 
was found in the filing of a condemnation 
action, the purpose of the company’s or- 
ganization, the authorization of service 
together with the fixing of rates by a 
city, and the receipt of applications for 
service. Whether the landowner had 
knowledge or lack of knowledge concern- 
ing such dedication was held to be im- 
material. Moreover, concluding pro- 
visions of each application allowing serv- 
ice to be terminated at the request of 
either party after a specified period were 
held not to affect the public nature of 
the utility. 

After appropriation and dedication of 
the water to public use, said the court, 
the utility no longer had the right to re- 
serve from its water supply any private 
interests so as to exclude the exercise of 
the public regulatory power. After in- 
tervention of the public interest by an 
appropriation and dedication of the land- 
owner’s water to a public use, he waived 
his damages for such a taking in con- 
sideration of the grant of a perpetual 


right to receive the water so appropriated 
and dedicated by the company. The sup- 
plying of water and the rate to be charged 
for the service is subject to the action of 
the commission. 

Nevertheless, said the court, until the 
commission has acted to regulate the 
rates specified in a contract by which 
water is to be supplied by a public utility, 
the agreement made by the parties will 
be recognized and enforced. In the event 
that the commission orders the company 
to charge the landowner the same rate as 
it charges others, the company will there- 
by be excused from performing its con- 
tract, and the landowner would then be 
entitled to restitution. The company must 
compensate the landowner in the amount 
of the value of the riparian right taken 
from his predecessor in interest together 
with the value of the easement for the 
maintenance of the main until it is aban- 
doned. As a credit on such amount the 
consumer must be charged for the value 
of the benefits received by him and his 
predecessor. The court concluded: 

Until the contract rate is annulled by the 
railroad commission, the appellant may se- 
cure adequate compensation for the faliure 


of the respondent to perform its obligations 
under the contract by an action for damages. 


Lamb v. California Water & Teleph. Co. 
129 P(2d) 371. 


e 


Higher Bus Fares with Concessions to 
Students Approved 


N application for authority to in- 
crease local transportation fares 
from 6} cents to 84 cents per token was 
denied by the Montana commission on 
the ground that, if granted, it would pro- 
vide more than a just and reasonable re- 
turn on the net property value. An in- 
crease to 7 cents was, however, approved 
in order to provide a rate of return of 6 
per cent annually, which was said to be 
a just and reasonable return. 

The rate of return earned by the com- 
pany for the year 1941 was found to be 
3.95 per cent, which was not considered 
a just and reasonable return, Effective 
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April 20, 1942, there were wage in- 
creases of 9 cents per hour for drivers 
and 12 cents per day for washers. New 
busses had been added to the system, 
requiring additional depreciation allow- 
ances, and the evidence disclosed that 
there had been a material increase in the 
cost of all of the parts and materials re- 
quired by the company. The probability 
that earnings might be reduced on ac- 
count of reduced fares for students was 
also considered. 
The commission said : 


... some slight increase should be made in 
order to take care of the increase in wages 
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and depreciation effective since April 20, 


1942. 

While the proof disclosed that the com- 
pany made a reasonable return on its invest- 
ment for the first four months of the year 
1942, the proof also showed beyond a doubt 
that a considerable part of the increase was 
due to abnormal weather conditions and an 
unusually severe winter, which extended 
well into this period. Based on previous 
returns, it would not be reasonable to as- 
sume that the earnings of the company 
would be similar for the rest of the year. 
In fact, as disclosed from the proof offered, 
the earnings of the company invariably have 
fallen off during the summer months. Tak- 
ing into consideration all of the factors so 
far as known, it would seem that a correc- 
tion to the extent above indicated is neces- 
sary to enable the company to receive a just 
and reasonable return on its property in- 


A CHARGE of 2 cents for an interline 
transfer between the lines of the 
Capital Transit Company and the Wash- 
ington, Marlboro & Annapolis Motor 
Lines, Inc., was eliminated, by order of 
the public utilities commission of the Dis- 
trict of Columbia under a plan suggested 
by the transportation company, for the 
duration of the existing national emer- 
gency or until December 31, 1944, which- 
ever is the earlier. Complaint had been 
made against this charge by the Fort 
Davis Citizens’ Association on the ground 
that the Fort Davis area was discrimi- 
nated against. 

The approved plan was submitted be- 
cause of a question as to the authority 
of the commission to enter a permanent 
order eliminating the charge. The pro- 
posal was that free transfers should be 
issued by each company without the com- 
panies admitting the authority of the 
commission to order intercompany trans- 
fers but expressly reserving their rights 
in the premises. 

It was shown that large numbers of 
government employees and other riders 
would be relieved of the transfer charge 
if the plan were accepted. The commis- 
sion said: 


The proposal would not limit in any way 
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vested, particularly in view of the low earn- 
ings for the year 1941. 


The board concluded that students 
over the age of twelve years attending 
high schools and a business college, upon 
presentation of an identification card as 
to the attendance at any of the schools, 
should be permitted to ride for a 5-cent 
fare between the hours of 7:30 a.m. and 
4 p.M. on all school days. Students of the 
business college were also permitted in 
addition to riding for a 5-cent fare be- 
tween these hours to ride for a 5-cent 
fare between 6 P.M. and 9:30 P.M. on all 
school days. Re Butte City Lines, Inc. 
(Docket No. 3402, Report and Order 
No. 1800). 


7 


Transfer Charge Removed for Duration 


the powers or authority of the commission, 
but would preserve to the companies any 
legal rights they may have upon the question 
of the authority of the commission to re- 
quire free transfers good for transportation 
over the lines of the two unrelated trans- 
portation companies. To the commission it 
is unthinkable that all of the government em- 
ployees using the lines of the two companies 
in reaching Suitland and other government 
employees engaged in the District of Co- 
lumbia should continue to pay the additional 
charge of 4 cents a day in order to permit 
the commission and the transportation com- 
panies involved to litigate a legal question 
which is not raised by the proposed plan. It 
is the opinion of the commission that the 
immediate financial relief to the thousands 
of passengers using the lines of the two 
companies is of greater importance than the 
technical legal question whether the com- 
mission has authority to require free trans- 
fers between the two unrelated companies. 
The plan proposed does not involve the 
authority or power of the commission. 


In a dissenting opinion Commissioner 
Hankin, although stating that he agreed 
that the charge should be eliminated, de- 
clared that this should not be temporary 
or accomplished by the commission’s ap- 
proval of an agreement “whereby the 
companies assume to control the com- 
mission’s regulatory jurisdiction.” Re 
Capital Transit Co. et al. (PUC No. 
3330, Formal Case No. 320, Order No. 
2402). 
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City Must Pay for Fire Protection 


ATE schedules of a municipal water 
plant were criticized by the Wis- 
consin commission on the ground that 
the city had not been paying the lawful 
rate for fire protection. The charge had 
varied as the exigencies demanded from 
a minimum of $500 per annum, so that 
in effect what the utility had been under- 
taking had been to have the metered cus- 
tomers pay the costs of the operation of 
the utility, to the benefit of the fire pro- 
tection service and the general users’ 


€ 


service. The state commission said: 


This is neither equitable nor lawful. Strict 
adherence to the schedule herein prescribed 
will alleviate the burden now upon the 
metered water users and at the same time 
provide for the payment of the cost by the 
two classes of general consumers, the 
metered and the unmetered, and by the city 
for fire protection, in a manner consistent 
with the allocation of the cost of rendering 
the service to these three classes. 


Karibolis et al. v. City of Hayward (2. 
U-1861). 


Other Important Rulings 


FEDERAL District Court ruled that 

the statute authorizing the Inter- 
state Commerce Commission or its agents 
to inspect records, documents, and corre- 
spondence of motor carriers does not vio- 
late the constitutional prohibition against 
unlawful searches and seizures notwith- 
standing that correspondence privileged 
under the attorney-client privilege is not 
excepted from the scope of the statute. 
It was also ruled that motor carriers, 
being public utilities, are not to be ac- 
corded the same constitutional guaran- 
ties of privacy under the Constitution as 
an ordinary citizen in his private busi- 
ness. United States v. Alabama High- 
way Express, Inc. 46 F Supp 450. 


A return of 2.65 per cent was de- 
clared by the Montana commission not 
to be a just and reasonable return on 
capital invested in the business of trans- 
portation as a common carrier, and, ac- 
cordingly, the commission authorized an 
increase in token fares on the Great Falls 
City Lines from 6 cents or four tokens 
for 25 cents to 84 cents each, or three 
tokens for 25 cents. Re Great Falls City 
Lines (Docket No. 3395, Report and 
Order No. 1784). 


A court reviewing a commission order 


Note.—The cases above referred to, where decided b 
will be published in full or abstracted in 
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granting a certificate, according to a rul- 
ing of the supreme court of New Mexico, 
cannot try the matter de novo but can 
receive and consider only that testimony 
which has been produced at the commis- 
sion hearing. Harris v. State Corporation 
Commission et al. 129 P(2d) 323. 


A return of 6 per cent on the property 
invested in a water utility was held to be 
a reasonable return in a case in which 
the Montana commission approved a 
schedule of monthly flat rates for water 
and also minimum meter charges for 
water, where in practical effect the rates 
would not constitute a raise in rates but 
represented a method of computation 
which included all appliances using 
water. Re Town of Townsend Water 
Works (Docket No. 3411, Report and 
Order No. 1801). 


The Pennsylvania commission modi- 
fied its rules and regulations relating to 
voltage variation and testing of electric 
meters because of the war emergency 
and regulations of Federal agencies re- 
lating to the use of materials and be- 
cause of the necessity for conserving 
motor equipment. Commissioner Bu- 
chanan dissented. Re Pennsylvania Edi- 
son Co. (Application Docket No. 61730). 


courts or regulatory commissions, 
ublic Utilities Reports. 
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PENNSYLVANIA PUB. UTIL. COM. v. PHILA. TRANSP. CO. 


PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Pennsylvania Public Utility Commission 


Philadelphia Transportation Company 


[Complaint Docket No.13608.] 


Valuation, § 41 — Rate base — Capital structure as element — Reorganized cor- 
poration. 


1, Capital structure of a reorganized corporation should be given appro- 
priate consideration in a rate case where the rate question received col- 
lateral consideration in the reorganization proceedings, although the Com- 
mission reserved to itself in the approval of the reorganization plan the 
right to fix rates which would not necessarily reimburse the security hold- 
ers of the new corporation to the extent of providing adequate earnings on 
the securities, p. 263. 


Valuation, § 47 — Rate base — Findings in reorganization proceeding. 
2. Independent findings of the various rate base elements should be made 
in order to develop the fair value of used and useful property in a rate 
case, although consideration will be given to any fact in recent reorganiza- 
tion proceedings which might assist in the determination of reasonable 
rates, p. 263. 


Return, § 9 — Basis — Fair value — Expenses. 
3. The amount of return to be made available by the application of a rea- 
sonable rate of return to fair value, plus expenses, depreciation, rentals, 
and taxes, results in a figure representing the amount which a transporta- 
tion company may collect from its patrons for service, p. 264. 


Valuation, § 183 — Paving obligations — Paving expenditures. 


4. The original cost of a transit company’s used and useful property should 
not include paving costs representing an accumulation of annual paving 
obligations and cost of paving which has long since disappeared, p. 265. 


Valuation, § 207 — Capital charges — Spare parts for equipment. 


5. The original cost of a transit company’s used and useful property 
should include passenger equipment spare parts, p. 267. 


/ 


‘aluation, § 193 — Exclusions from rate base — Property not used. 


6. The original cost of a transit company’s used and useful property 
should not include cost of buildings not used and useful in public service 
or indirect costs applicable thereto, p. 267. 


Valuation, § 79 — Reproduction cost determination — Price estimates — Trended 
estimates. 


7. Reproduction cost estimates should be based upon independently priced 
estimates rather than upon trended estimates, p. 267. 
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Valuation, § 75 — Reproduction cost determination. 


8. Reproduction cost estimates are vague and indefinite indications of cur. 
rent property costs, p. 267. 


Valuation, § 39 — Measures of value — Reproduction cost. 


9. The Commission, in determining the fair value of a transit company’s 
used and useful property for rate making, gave only such weight to repro- 
duction cost estimates as appeared proper, since some estimates were based 
upon uncertain and fugitive data, and it felt that certain reproduction cost 
estimates were only an illusory certainty, p. 267. 


Valuation, § 82 — Ascertainment of accrued depreciation — Elements of depre- 
ciation. 

10. Physical causes of depreciation such as wear and tear, decay, and ac- 

tion of the elements should be considered in estimating accrued deprecia- 
tion, p. 271. 


Valuation, § 96 — Ascertainment of accrued depreciation — Factors considered. 
11. Accrued depreciation determinations should be based upon such factors 
as age, use, wear and tear, action of the elements, obsolescence, inefficiency, 
inadequacy, and demands of public interest and of public authority rather 
than upon any formula resulting from mathematics of finance or managerial 
policies which act to set up a financial reserve, sinking fund, or other de- 
vice designed to amortize the capital invested in property consumed by 
the action of depreciatory forces, p. 271. 


Valuation, § 101 — Ascertainment of accrued depreciation — Observation method 
12. Accrued depreciation estimates based on observation and study of th 
property and giving predominant weight to nonphysical elements such a 
impact of changes in the art, public requirements, obsolescence, inadequacy 
and supersession are unreliable, p. 271. 


Valuation, § 100 — Ascertainment of accrued depreciation — Age-life method. 


13. Accrued depreciation of transit company property should be deter 
mined by the age-life straight-line method, p. 271. 


Valuation, § 225 — Property to be purchased — Securities outstanding — Equip 
ment trust bonds. 
14. Equipment trust bonds which are to be issued to finance the purchas¢ 
of busses already ordered should be considered as part of the securities 
outstanding in determining fair value of a transit company’s property fot 
rate making, p. 278. 


Valuation, § 41 — Securities outstanding — Capital surplus. 
15. Capital surplus should not be recognized as a part of securities out 
standing and surplus, in determining fair value of a transit company’s prop 
erty for rate making, when adoption by the company, for accounting pur 
poses, of findings in its reorganization case would not have made possibl 
the creation of a capital surplus, p. 278. 


Valuation, § 42 — Security values — Par values — Market values. 
16. The par or stated values and market values of a transit company’s out 
standing securities should be considered by the Commission in determinin 
the = value of the company’s used and useful property for rate making 
p. 278. 
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Valuation, § 293 — Working capital — Operating charges — Prepayment for 
service. 
17. A working capital allowance for a transit company should not include 
an allowance for the expenses of operation, exclusive of taxes and depre- 
ciation, since service is rendered on a cash prepayment basis, p. 279. 


Valuation, § 114 — Cost of financing — Transit company. 
18. Financing costs of a transit company equivalent to 4 per cent of the 
determined original cost depreciated were considered by the Commission 
in determining the fair value of the utility property for rate making, al- 


though such an allowance seemed unduly liberal for rate-making purposes, 
p. 280. 


Valuation, § 224 — Operating equipment — Partially delivered equipment. 
19. The cost of operating equipment which has been ordered and partially 
delivered should be considered in determining the fair value of a transit 
company’s property for rate making, p. 280. 


Return, § 9 — Basis for computation — Fair value of property. 


20. Reasonable rates for public utility companies should be based upon a 
fair return on the fair value of used and useful property, p. 282. 


Return, § 9 — Basis for computation — Fair value of property — Opinion evi- 
dence. 

21. Opinion evidence as to fair value and return thereon should be dis- 

regarded where such evidence is based on only one of the elements of value, 


p. 282. 
Return, § 35 — Reasonableness — Economic conditions. 


22. Distress situations with respect to a public utility should not be given 
weight in reaching a proper rate of return, p. 282. 


Return, § 108 — Transit company. 


23. A 6 per cent rate of return on the fair value of a transit company’s 
property was held to be proper and reasonable, p. 282. 


Expenses, § 10 — Future estimates — Abnormal conditions. 

24. The Commission, in making an allowance for operating expenses of a 
transit company, gave controlling weight to the actual experience in past 
twelve months and considered experience in previous periods only as it 
appeared necessary in making proper future allowances, in view of the 
fact that rapidly changing conditions were resulting in changes in operating 
costs from month to month and year to year, although it would ordinarily 
base its allowance upon experience over a period of years, p. 289. 


Expenses, § 46 — Donations — Charitable contributions. 
25. Donations for charitable purposes should not be allowed as an operat- 
ing expense of a transit company, p. 290. 

Expenses, § 91 — Rate case expenses — Excessive rate proposals. 
26. Rate case expenses should be excluded from allowable operating ex- 


penses of a transit company where proposed rates are greater than reason- 
able rates, p. 290. 


Expenses, § 77 — Materials and supplies — Accounting changes. 


27. Operating expenses of a transit company should not include the cost of 
materials and supplies where, owing to changes in accounting methods, the 
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cost of such materials has greatly increased over their actual cost on the 
books of the company, p. 291. 


Expenses, § 11 — Abnormal or nonrecurring expense — Payment of assumed ob. 
ligations. 

28. Allowable operating expenses of a transit company should not include 
payment of a note which secured a loan to an association consisting of em- 
ployees of the transit company and which was assumed by the company, 
since it was a nonrecurring charge, not a normal operating charge, and 
not a normal labor cost, the loan having been incurred by the association 
prior to the existence of the transit company, p. 291. 


Expenses, § 114 — Income taxes — Theoretical payment. 
29. Federal and state income taxes should be excluded from the allowable 
operating charges of a transit company where it is apparent that no income 
taxes would be paid and where tax accruals were made on the company’s 
books on the basis of the book net income and not upon the basis of income 
reported in the tax returns, p. 294. 


Expenses, § 111 — Corporate loans taxes. 


30. State corporate loan taxes and taxes on bond interest should be ex- 
cluded from a transit company’s allowable operating expenses, since they 
are a function of interest cost, p. 294. 


Expenses, § 109 — Taxes — Property not used. 


31. Taxes applicable to property not used or useful in the public service 
should be excluded from the allowable operating charges of a transit com- 
pany, p. 297. 


Valuation, § 41 — Rate base — Securities approved in reorganization. 
32. The Commission, in a rate proceeding, is not obligated to fix a rate 
base equivalent to or more than the total of the capital securities issued by 
the company with Commission approval following reorganization of a 
predecessor corporation, p. 305. 

Expenses, § 58 — Payments to municipality. 
33. Payments by a transit company, pursuant to an agreement, to the mu- 
nicipality in which it operates to provide the city with funds with which 
it may exercise an option to purchase, should be allowed as an operating 
expense, p. 309. 


Valuation, § 40 — Rate base — Reproduction cost. 


Discussion of the necessity of considering reproduction cost less deprecia; 
tion in determining the rate base, p. 307. 


Valuation, § 21 — Rate base — Fair value rule. 


Criticism of a “judgment” figure under the “fair value” rule of Smyth v 
Ames, and statement that only statutory standards apply to ratemaking, to 
the exclusion of judicial fiat, p. 311. 


(BucHANAN, Commissioner, dissents; BEAMISH, Commissioner, concurs in separate opinion.) 


[September 9, 1942; October 13, 1942.] 


 iptteonacespie of proposed increases in transit company rates; 
increases denied. 
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By the Commission: This case 
arises out of the action of the Philadel- 
ghia Transportation Company in filing 
two new tariffs, intended to become 
efective January 15, 1942, one of 
them Tariff Rail Pa. P. U. C. No. 3, 
providing increases in passenger rail 
fares, the other providing principally 
for decreases in passenger bus fares. 
These proposed changes provide for 
uniformity of charges for mass trans- 
portation service in Philadelphia as 
rendered by the Philadelphia Trans- 
portation Company, at a basic rate of 
three tokens for 25 cents, or a fare 
per ride of 84 cents. The cash fare 
would be 10 cents per ride. The 
presently effective tariff provides a 
rail rate of two tokens for 15 cents, 
or 74 cents per ride, whereas there is 
astraight 10-cent charge for a bus 
ride. At present the cash rail fare 
is 8 cents. 

The Commission took action to sus- 
pend the operation of these two tar- 
ifis for a period of six months to July 
15, 1942, and took further action to 
suspend their operation until October 
15, 1942. 

Hearings were begun on January 6, 
1942, and were concluded on July 31, 
1942, The record, which consists of 
3378 pages of printed testimony and 
many volumes of exhibits, was com- 
pleted on the latter date and the case is 
now before us for disposition. 

While the instant case involves the 
increased fares contemplated by tariffs 
fled by Philadelphia Transportation 
Company, the rates in these tariffs ap- 
ly as well to the Market Street Ele- 
vated Passenger Railway Company 
and Chester and Philadelphia Railway 
Company, both of these companies 
bing owned by Philadelphia Trans- 
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portation Company. The evidence re- 
lating to property costs and operations 
relates to all three companies, the 
property being integrated and oper- 
ated as a single transportation system. 
Accordingly, this order will be on the 
basis of consolidated operations. 

At the initial hearing, counsel for 
respondent made a comprehensive 
statement of respondent’s position, in- 
cluding therein the reasons why re- 
spondent felt it necessary to obtain ad- 
ditional revenues. His statement in 
this respect is as follows: 

“If we can be sure that our earn- 
ings will be such as to maintain our 
credit we'd be perfectly willing to re- 
port to you the returns in the fu- 
ture month by month. But today, 
the months, as we have experienced 
them, show a downward trend that 
destroys our credit, and may well 
hamper us in giving the service this 
city needs at this time when it needs it 
the most. And that means, sir, two 
things, maintaining operations, even 
expensive operations, maintaining op- 
erations and maintaining credit. We 
want both. And that is why we have 
filed these tariffs. If there had been 
no emergency we would never have 
filed them. We were making good on 
the forecast that we made in the re- 
organization case. 

“But we are not magicians ; we can’t 
be the only servant in America that 
isn’t paid more for what he sells 
despite he must pay more for what it 
takes to sell it. 

“Our immediate burden is on us 
now. I mentioned your Honors have 
included a temporary rate power in 
this investigation as well as the over- 
all rate case. I want you to bear that 
in mind, because when one has to meet 
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an emergency and needs help, if the 
help comes too late the emergency is 
not met.” 

On several occasions during the 
progress of the hearings, several mem- 
bers of the Commission suggested to 
respondent that it consider the advisa- 
bility of withdrawing the new tariffs 
and continuing operations on the basis 
of the present fares. The suggestions 
were finally acted upon by respond- 
ent’s board of directors, who author- 
ized the conditional withdrawal of the 
new tariffs. Owing to these condi- 
tions we deemed it advisable to con- 
tinue the case and make an adjudica- 
tion in due course. 

In answer to the suggestions of the 
Commissioners with respect to with- 
drawal of the new tariffs, counsel for 
respondent, at the hearing on May 26, 
1942, made the following statement: 

“At the moment the company is not 
in financial emergency. When the pe- 
tition for a temporary rate order was 
filed the company felt acutely the pres- 
ence of the financial emergency, hav- 
ing large capital financing to do and 
having not yet experienced the up- 
ward trend of riding which has 
brought with it the upward trend of 
revenues, we are not now pressing 
our motion for a temporary rate order. 

“Tf, as, and when it comes about 
that we feel we are in an emergency 
we will come to you and tell you about 
it. But I think I should frankly say 
that the emergency which we faced 
earlier this year, we got through, and 
we are not now facing any emergen- 
oe.” 

In the foregoing remarks it will be 
noted that counsel referred to a peti- 
tion for a temporary rate order allow- 
ing increases in fares. Such a peti- 
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tion was filed; however, on June 2 
1942, the Commission handed down an 
order allowing withdrawal of said pe. 
tition. 

It should be pointed out that the 
Commission’s order instituting the in. 
quiry and investigation on its own mo. 
tion provided that consideration should 
be given to the imposition of tempo. 
rary rates, by virtue of the authority 
vested in it by § 310 of the Public Uti- 
ity Law. Such provision did not spe. 
cifically contemplate either a tempo 
rary increase or a temporary decrease, 
but merely left the way open for the 
imposition of some form of temporary 
rate if such action appeared advisable 
as the record developed. 

Upon petition for leave to intervene 
in the instant case by Leon Henderson, 
Price Administrator, of the Office of 
Price Administration, the Commis. 
sion, on June 16, 1942, permitted such 
intervention, subject to the condition 
that it would not broaden the issues 
involved in the proceeding. 

Philadelphia Transportation Con- 
pany began business on January |, 
1940, and resulted from the reorgani- 
zation of the Philadelphia Rapid 
Transit Company, approved by the 
Commission under date of November 
22, 1938, 26 PUR(NS) 154. 

The first order of the Commission 
relating to the reorganization, docketed 
to A. 33559, was an order nisi and 
was dated August 2, 1938. Excep- 
tions were filed thereto and, on Octo- 
ber 3, 1938, the Commission issued an 
order in disposition of the exceptions 
(Both orders printed in 26 PUR(NS) 
65. 

ee date of November 17, 1938 
a petition for reconsideration was filed 
by Philadelphia Rapid Transit Comp. 
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ry and after consideration thereof the 
Commission issued its final order, dat- 
ed November 22, 1938, supra, at p. 
155, which provided: “That the pro- 

sed plan of reorganization filed by 
applicant, Philadelphia Rapid Transit 
Company, and dated December 1, 
1937, as amended June 1, 1938, as 
amended November 15, 1938, be and 
same is hereby approved.” 

The Commission stated in its re- 
port and order of November 22, 1938, 
supra, at p. 155, that the same “should 
not be construed as requiring the Com- 
mission in any proceeding brought be- 
fore it under the Public Utility Law 
of the commonwealth of Pennsylvania 
or any purpose, to fix a valuation 
which shall be equal to the total of the 
securities proposed under the appli- 
cant’s plan, or to approve or prescribe 
arate which shall be sufficient to yield 
areturn on said securities ; 

[1] However, in the order oiih 
dated August 2, 1938, supra, the Com- 
mission stated at the outset that in 
passing therein upon a plan of reor- 
gurization the Commission gave con- 
sideration to three basic matters; first, 
the original cost of the property in re- 
lation to the total amount of securities 
to be issued by the new corporation ; 
secondly, the past, present, and future 
earning power of the property under 
reasonable rates; and third, the dis- 
tribution of securities among the vari- 
ous participants in the plan. Although 
the Commission reserved to itself in 
the approval of the plan of reorganiza- 
tion the right to fix rates which would 
not necessarily reimburse the security 
holders of the new corporation to the 
extent of providing adequate earnings 
thereon, nevertheless the rate ques- 
tion received collateral consideration 
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and it therefore seems proper that the 
capital structure of the reorganized 
company, namely, Philadelphia Trans- 
portation Company, be given appro- 
priate consideration in this rate case. 

The first plan of reorganization con- 
templated the issuance of capital se- 
curities to the extent of $174,105,- 
476.29. The plan finally approved by 
the Commission on November 22, 
1938, provided for the issuance of 
capital securities in the amount of 
$85,015,193.42. 

[2] It should be emphasized at this 
point that the plan of reorganization 
as finally approved was primarily a 
compromise between many divergent 
interests. The reorganization pro- 
ceedings were begun in 1934, but the 
plan of reorganization proposed at 
that time, and various others formulat- 
ed thereafter, were not acceptable to 
all the interested parties. The plan as 
approved involved the merger of Phil- 
adelphia Rapid Transit Company and 
sixty-four so-called underliers, many 
of which had outstanding stocks, stock 
trust certificates, collateral bonds, and 
mortgage bonds, in the hands of the 
public, and the holders of each group 
of such securities had to be reckoned 
with before the plan could become op- 
erative. Even as finally approved, the 
necessary consents were not obtained 
from holders of bonds of one under- 
lier, and special provision had to be 
made for them under the court order 
of approval. The Commission’s ap- 
proval, therefore, should not be con- 
strued as ratification of various values 
involved in the reorganization proceed- 
ings, but rather as a frank recognition 
that the public interest could be best 
served by acquiescing in a plan which, 
with one exception, had the approval 
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of all groups, and thus open the way 
for normal operations after four years 
of contention, litigation, and bankrupt- 
cy. All that the order of November 
22, 1938, means is that the ultimate 
amendment to the plan as proposed in 
the petition for reconsideration with 
respect to the total amount of capital 
securities proposed to be issued was 
reasonable and on that basis, and on 
that basis alone, was Commission ap- 
proval given thereto. In other words, 
in the adjudication of the proceeding 
now before us we can and will make 
independent findings of the various 
rate base elements, from which we will 
develop the fair value of the used and 
useful property, although we will give 
consideration to any fact in the reor- 
ganization proceedings which may as- 
sist in the determination of reasona- 
ble rates to be charged by Philadel- 
phia Transportation Company. 


The record in the reorganization 
case, as well as the records in certain 
securities and other cases involving 
Philadelphia Rapid Transit Company 
and Philadelphia Transportation Com- 
pany, have been incorporated in this 
record by reference subject to certain 
limitations. 

Before the effective date of the rates 
described by Rail Tariff No. 3 and Bus 
Tariff No. 3, complaint against them 
was filed by the city of Philadelphia. 
This complaint has been docketed to 
C. 13595. At the initial hearing held 
on January 6, 1942, a motion was 
made to consolidate the city’s com- 
plaint and the Commission’s case for 
the purpose of hearing and disposition. 
The consolidation was allowed for pur- 
pose of hearing only. Therefore, the 
Commission will dispose of its own 
case only (C. 13608) in this order, 
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and a separate order will be issued iy 
disposition of the city’s complaint. 

[3] In this order nisi we shall make 
findings upon three initial points, We 
shall determine the fair value of the 
property which respondent uses in the 
rendition of service to its patrons; we 
shall determine the amount of return 
to be made available by the application 
ot a reasonable rate of return to the 
fair value; and we shall determine 
what allowances are to be made for 
operating expenses, annual deprecia- 
tion, rentals, and taxes. The retum 
plus the expenses, depreciation, rent- 
als, and taxes results in a figure repre. 
senting the amount which respondent 
may collect from its patrons for sery- 
ice. 

The record includes evidence on the 
following matters: 


I. The elements of fair value: 
. Original cost 
. Reproduction cost 
. Accrued depreciation 
. Book cost and depreciation re- 
serve 
. Securities 


outstanding and 
corporate surplus 

. Working capital 

. Cost of financing 


. Investment in 
equipment during 
I. Fair value 
II. 
ITI. 


Rate of return 


Revenues, expenses, taxes, rent: 
als, and annual depreciation 


Under each section of Part I the 
evidence pertaining to the elements 0 
fair value will be stated and will be 
discussed as to quality, together with 
the basis for our conclusion. These 
conclusions will be summarized and 
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weighed in determining the fair value 
of the property. 


I. The Elements of Fair Value 
A. Original Cost 


Estimates of the original cost of re- 
gondent’s property as of December 
31, 1941, were submitted by respond- 
ent through Henry E. Ehlers, vice 
president of Day and Zimmermann 
nc, and by the Commission through 
George B. Taylor, advanced transit 
engineer. Ehlers’ estimate amounts to 
$117,155,000 and Taylor’s compara- 
ble estimate produces $104,469,084. 
These estimates include direct and in- 
direct costs, but do not include provi- 
sions for materials and supplies, work- 
ing capital, or cost of financing. 
These two estimates are summarized 
with our allowances in Appendix A. 

A review of the estimates indicates 
that the two engineers are in close 
agreement with respect to all but three 
acounts, namely, 511—Paving, 530- 
33—Passenger Cars, and 404—Mis- 
tllaneous Physical Property. These 
three accounts will be discussed in en- 
suing paragraphs. 


Account 511—Paving. 


[4] The estimate made by Ehlers 
for paving amounts to $15,013,000, 
whereas the Taylor estimate amounts 
to $3,150,998, a difference of $11,- 
862,002. The paving question was 
efore the Commission in the reorgan- 
ation proceedings of Philadelphia 
Rapid Transit Company at A. 33559. 
As pointed out in the order nisi, dated 
August 2, 1938, supra, the company 
included in the original cost for Ac- 
count 511—Paving, a sum which was 
$11,861,891 in excess of the amount 
shown for the same account by the 
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Commission staff. This difference is 
virtually identical with the difference 
of $11,862,002 now existing between 
the Ehlers and Taylor estimates. In 
support of the adoption of the amount 
determined by the Commission staff, 
the Commission made the following 
statement in the order nisi: 

“Account No. 511—Paving, in Ap- 
plicant’s Exhibit 9, is $11,861,891 in 
excess of the amount shown for the 
same account by the Commission staff. 
The Commission staff consistently fol- 
lowed the practice of inventorying and 
determining original cost only on phys- 
ical property in existence as of the 
time of determination. It found $3,- 
129,109 of paving placed by the sys~ 
tem still in existence. Applicant 
claimed $14,991,000 which included 
the cost of paving which had long 
since disappeared. Applicant stated 
that it did not care whether the pav- 
ing was in existence and in fact that 
it was not in existence but that appli- 
cant was including the amount as the 
cost of electrification franchises ob- 
tained about 1895. 


“When franchises were granted to 
the street railway companies many 
contained a provision requiring pav- 
ing, repaving, repair, and maintenance 
of the streets traversed by the route 
covered in the franchise. The street 
railway companies were negligent in 
observing their obligation in respect 
to paving and the city found it neces- 
sary to do the paving and to sue the 
companies to recover the cost. In sev- 
eral cases carried to the supreme court 
of Pennsylvania the city was able to 
recover from the street railway com- 
panies the costs incurred by it in doing 
the paving required of the companies 
by their franchises. As a result it was 
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definitely determined that the paving 
obligation contained in street railway 
franchises was enforceable although 
the street railway companies were still 
reluctant to fulfil their obligation. 
(Philadelphia v. Ridge Ave. P. R. Co. 
[1891] 143 Pa 444, 22 Atl 695; Ap. 
Ex. 23 A, Vol. A 4, p. 1739; Phila. 
Jour. Com. Council, I, 1892, Appen- 
dix 8; Second Ann. Message of 
Mayor, Vol. 4, Phila. 1892, p. 57; 
Philadelphia & Gray’s Ferry P. R. Co. 
v. Philadelphia [1876] 11 Phila 
[Pa] 358; 13th & 15th Sts. P. R. Co. 
v. Philadelphia [1883] 16 Phila [Pa] 
164.) 


“When the Philadelphia City Coun- 
cils were approached for permission 
to use the electric motive power, or the 
so-called trolley system, they insisted 
that the delinquency in paving which 
had accumulated over a long period 
of years be made good as a condition 
of their grant of supplementary 
rights under the original franchises. 
(Phil. Jour. Select Council, Vol. 1, 
1892, Appendix 67 & 32.) It would 
appear therefore that the paving 
which was done in 1895 and subse- 
quent years was not an obligation of 
the trolley franchises but rather an 
accumulation of annual obligations un- 
der the original street railway fran- 
chises. Other current obligations un- 
der some of the street railway fran- 
chises included snow removal and 
sprinkling of streets both of which 
were covered in annual operating ex- 
penses just as the current paving had 
been covered in those years in which 
the obligation was observed. 1907 
Agreement, city of Philadelphia with 
PRT Co. Applicant does not capitalize 
the expenditures which had been made 
annually from 1857 for paving and 
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such things as snow removal an( 
sprinkling of streets and it is difficni 
to see why an accumulation of its pay. 
ing obligation should be permitted t 
be capitalized. Moreover, the pav- 
ing obligations of all companies were 
changed by the city of Philadelphia 
in the 1907 agreement with PRT. 
This agreement converted the vary. 
ing annual paving obligation into q 
fixed annual payment 


not include the sum of these annua 
paving payments as a figure to cap- 
italize for franchise cost. This annual 
lump payment is made for the same 
obligations as the heavy expenditures 
for an accumulation of the obligation 
about 1895. 

“The Commission is mindful of the 
fact that overcapitalization with in- 
ability to meet fixed charges has 
brought applicant to its present prob 
lem of reorganization. For the Com- 
mission to permit applicant to use an 
evanescent item such as an accumula 
tion of annual paving obligations oro 
taxes as a basis for the issuance of 
securities would be merely to invite 
a repetition of financial difficulties in 
the near future.” (26 PUR(NS) a 
pp. 82, 83.) 

Further review of this question 
confirms us in our view, as expressed 
in that order nisi, that the amount for 
the original cost of paving should not 
exceed the estimate made by the Con- 
mission staff. There can be no justif- 
cation for requiring the ratepayer to 
pay an annual charge imposed on the 
company in full satisfaction of a pre 
vious obligation and at the same time 
require payment of a return on the 
prior investment in that obligation. 


266 





PENNSYLVANIA PUB. UTIL. COM. v. PHILA. TRANSP. CO. 


This is particularly apparent in con- 
sideration of the fact that most of the 
physical property comprising the orig- 
inal investment has long since disap- 
peared and has been replaced without 
cost to respondent or its predecessors. 
Accordingly, we will allow for paving 
the sum of $3,151,000, based on the 
Taylor estimate. 


Accounts 530-—533—Passenger Equip- 
ment—S pare Parts. 


[5] In Exhibit No. 35, respondent 
shows a list of spare parts of passen- 
ger equipment at a total cost of $420,- 
150, which, according to the exhibit, 
are not included in original cost as 
determined by the Commission staff. 
Reference to the estimates of April 1, 
1935, and of October 1, 1937, in the 
reorganization case, discloses that no 
inventory or appraisal of spare parts 
as such appears therein. Reference to 
the aforesaid Commission’s order nisi 
issued at A. 33559, supra, discloses 
the Commission’s witness testified that 
items of spare parts were included in 
the Commission’s estimate of material 
and supplies. The record in the in- 
stant proceeding shows that such items 
are not included in materials and sup- 
plies as set forth at respondent’s Ex- 
hibit No. 9-E. This class of property 
isa necessary adjunct of active equip- 
ment and it is appropriate that it be 
considered a part of the cost of that 
equipment rather than as a part of 
the property classified as materials and 
supplies. We find that the direct cost 
of Account Nos. 530-533 and the to- 
tal direct cost of the entire property 
as shown at Commission Exhibit No. 
4 should be increased in the amount of 


$420,150, 
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Account 404—Miscellaneous Physical 
Property. 


[6] The third important item of 
difference applies to Account 404— 
Miscellaneous Physical Property. Re- 
spondent included no estimate in Ex- 
hibit 34 for this account, while Taylor 
included the sum of $662,511. In 
view of the fact that this amount ap- 
plies to buildings not used or useful in 
rendering public service by respondent, 
it will be excluded from our computa- 
tion in the determination of the orig- 
inal cost of the used and useful prop- 
erty. 

As the result of the elimination of 
the item of $662,511 from the Taylor 
estimate, we will also exclude $34,495, 
which represents Taylor’s estimate of 
the indirect costs applicable thereto. 

Total indirect costs allowed by us 
amount to $10,570,000, which results 
from the subtraction of $34,495 from 
the Taylor estimate of $10,604,697. 

We will adopt the Taylor estimates. 
for all of the remaining accounts. 
These estimates in the aggregate are 
somewhat higher than the Ehlers es- 
timates for the same accounts; how- 
ever, the net difference is small. 

Our allowances for each account are 
set forth in Appendix A and show that 
the aggregate allowances total $104,- 
194,000, as of December 31, 1941. 
We will adopt this sum as the original 
cost of respondent’s property used and 
useful in the public service, before 
provision for materials and supplies, 
cash working capital, or cost of financ- 
ing. 

B. Reproduction Cost 

[7-9] Respondent submitted three 
estimates of the reproduction cost of 
net useful property. Two of these, 
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dated June 30, 1941, and December 
31, 1941, were determined by using as 
the starting point a previous reproduc- 
tion cost estimate dated October 1, 
1937. The amounts shown therein 
have been brought to June 30, 1941, 
and December 31, 1941, “by suitable 
recognition of the deductions and ad- 
ditions of property during the interval, 
changes in construction cost levels, and 
of changed circumstances affecting the 
present use and the prospective use- 
fulness of the property.” The 1937 
reproduction cost estimate, in turn, 
was based on an inventory and repro- 
duction cost estimate dated in 1919, 
which was brought up to 1937 by giv- 
ing effect to changes in price levels, re- 
tirement of property in the 1919 esti- 
mate and the installation of new prop- 
erty. Those two estimates, therefore, 
may be considered as trended estimates 
dating back to a basic inventory and 
cost estimate as of 1919, an interval 
of twenty-three years. Since Exhibit 
16-A supersedes Exhibit 16, it being 
identical in all respects except that it 
is dated December 31, 1941, six 
months after Exhibit 16, our further 
comments with respect to the trended 
estimates will relate solely to Exhibit 
16-A. The third estimate is dated 
December 31, 1941, but differs from 
the other two by reason of the fact 
that it was based on the application of 
unit prices independently determined, 
to the units of property included in 
the inventory. All three reproduction 
cost estimates were based on prices at 
or about December 31, 1940. This 
price level basis was selected “in order 
to avoid the unstable price and deliv- 
ery conditions caused by defense and 
war activities during 1941, and in 
general is slightly lower than levels 
45 PUR(NS) 


prevailing during the latter months of 
1941 or the early months of 1942.” 
The two estimates at December 31, 
1941, as shown by Exhibits 16-A and 
16-B, are summarized as follows: 
[Table omitted shows Trended Es. 
timate 16-A: direct costs, $155,676. 
000 and indirect costs, $30,979,000, 
totaling $186,655,000, or a ratio of in. 
direct costs to direct costs of 19.9 per 
cent. Independently Priced Estimate § 
16-B shows: direct costs, $151,912. 
000, and indirect costs, $25,262,000, 
totaling $177,174,000, or a ratio of 
indirect costs to direct costs of 166 
per cent. ] 
No reproduction cost estimates were 
submitted by other interested parties, 
Our consideration of reproduction 
cost will be limited to the independent. 
ly priced estimates as reflected by Ex- 
hibit 16-B. While there may be oc- 
casions when a trended reproduction 
cost estimate has some value as a 
rough indication of property replace- 
ment cost by furnishing an outside 
limit, there can be no serious question 
that an inventory, independently 
priced, on the basis of wholesale con- 
struction, is, by comparison, more re- 
liable. The trended estimate 16-A 
was necessarily partly based on piece- 
meal construction and did not take 
into account the advantages of whole- 
sale construction carried out by mod- 
ern methods and by the use of modern 
equipment, as contemplated in a re- 
production cost estimate. In this in- 
stance the trended estimate exceeds by 
$9,481,000 the independently priced 
estimate, which is to be expected in the 
light of past experience. Accordingly, 
we will disregard entirely the trended 
estimate and consider only the inde- 
pendently priced exhibit, which 
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amounted to $177,174,000 as of De- 
cember 31, 1941. No amounts are 
included in this total for working cap- 
ital or intangibles. 

A reproduction cost estimate is a 
vague and indefinite indication of cur- 
rent property costs and all such esti- 
mates are subject to the same infirmi- 
ties. Justice Stone (now Chief Jus- 
tice) in his dissenting opinion in West 
fv. Chesapeake & P. Teleph. Co. 

(1935) 295 US 662, 689, 79 L ed 
1640, 8 PUR(NS) 433, 449, 55 S Ct 
894, said: 

“In assuming the task of determi- 
ning judicially the present fair replace- 
ment value of the vast properties of 
public utilities, courts have been pro- 
jected into the most speculative under- 
taking imposed upon them in the en- 
tire history of English jurisprudence. 

. . Public utility properties are not 
thus created full-fledged at a single 
stroke. If it were to be presently re- 
built in its entirety, in all probability 
it would not be constructed in its 
present form. When we arrive at a 
theoretical value based upon such un- 
certain and fugitive data we gain at 
best only an illusory certainty.” 


The reproduction cost estimates in 
this case are likewise based on “uncer- 
tain and fugitive data.” 

Respondent’s property is of a type 
that would not be reproduced as it now 
exists. Respondent has been under- 
going a gradual conversion from street 
railway to motor bus and trackless 
trolley operations, and the program of 
conversion has not been completed; 
the conversion program involves the 
abandonment of trackage, which in 
the next seven years will amount to 
approximately 82 miles, out of a total 
of about 500; the old type cars are 
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being replaced by the new type PCC 
cars, 150 having been acquired in the 
last two years and 110 are in the proc- 
ess of delivery; some car barns and 
shops would conceivably be placed at 
other than their present locations ; and 
there would be more likelihood of the 
construction of a subway west of 
Twenty-fourth street on Market street 
in place of the present elevated line, 
in the event of a reproduction of the 
property. Yet the reproduction cost 
estimate here under consideration con- 
templates the reproduction of all of 
the present trackage, cars, and other 
property, at their present locations and 
in their present form. 

In the order nisi issued at A. 33559 
in the reorganization proceedings, we 
said “It has been admitted that the 
Philadelphia street railway system 
would not be reproduced today in toto 
if the opportunity should present it- 
self.” (Supra, 26 PUR(NS) at p. 
78.) Of course it would not. 

Included in the reproduction cost of 
$177,174,000 is $15,013,000 for pav- 
ing. The $15,013,000 comprising this 
account is based upon the original and 
actual cost of several million square 
yards of paving, for which only $3,- 
151,000 has been allowed in our orig- 
inal cost estimate, for the reasons stat- 
ed previously. If reproduced today 
the cost would be many millions in ex- 
cess of that amount. On the other 
hand, if the paving item is treated as 
a franchise cost as presently consid- 
ered by respondent, then it would re- 
quire a vivid imagination to assume 
that $15,000,000 would be exacted by 
the municipalities as a cost of franchise 
in addition to a paving tax now being 
imposed and amounting currently to 
about $650,000 annually. We will al- 
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low in reproduction cost the sum of 
$3,151,000 for the paving item. 

Included among the indirect costs is 
$11,591,000 for interest during con- 
struction. This estimate is based on 
a theoretical construction period to- 
taling four to five years, an assumption 
as to the rate of flow of money re- 
quired during construction and an an- 
nual interest rate of 6 per cent. The 
final result is equal to 7 per cent on 
the direct costs plus all other estimat- 
ed indirect costs. A review of the 
maze of assumptions used in coming 
to the determination of interest dur- 
ing construction in respondent’s esti- 
mate is enlightening. 

First, the direct costs, while includ- 
ed in the reproduction cost estimate as 
such, are not wholly reproduction cost 
estimates at all. One outstanding ex- 


ample is rights of way, another is land, 
and still another is paving, or fran- 


chises, or whatever else it may be 
called subsequently by respondent. 
Certainly these, and possibly other ex- 
ceptions, prevent the use of the term 
reproduction cost as applied to. the 
estimated direct costs. Out of a total 
of $151,912,000, more than $21,000,- 
000, or 14 per cent, is based on original 
cost for the three items mentioned. 
All of the remainder is presumably 
based on reproduction cost. In de- 
termining prices to be related to the 
property, it is necessary to make many 
estimates and assumptions. It is nec- 
essary to assume labor rates and la- 
bor performance, or efficiency. Much 
of the inventoried property is of a 
type which has not been manufactured 
for some years, and resort must be had 
to prices of different property. Trans- 
portation and hauling costs must be 
estimated, based on assumptions as to 
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delivery points for materials and the 
type of hauling equipment used. Ip. 
stallation costs must be _ estimated 
based on an assumption that certain 
types of installation apparatus, as dis. 
tinct from other types, would be used, 
This all leads to total direct cost fig. 
ures, which in the final analysis are 
based on assumption pyramided over 
assumption until in the end the result 
is a super assumption. After deter. 
mining direct costs in this fashion, es- 
timated indirect costs are determined, 
each of which is largely based on as- 
sumption. In this case, Exhibit 16-B 
merely states that ‘To the total of the 
foregoing direct costs, developed as 
hereinbefore set forth, we have added 
suitable allowance to provide for the 
indirect or overhead construction costs 
that we believe would be experienced 
by the company, if the reproduction 
of its property as it existed as of De- 
cember 31, 1941, were undertaken un- 
der the prevailing conditions and at 
the construction cost levels as of De- 
cember 31, 1940.” For the various 
indirect items no details of precise de- 
termination are given and, in fact, the 
estimated amounts are not even as- 
sumptions, unless we refer to arbitrary 
percentages added, such as 1 per cent 
for preliminary and organization ex- 
penses, or 3 per cent for administrative 
and legal expense as assumptions. Re- 
spondent’s witness, Warren E. San- 
born, manager of the Investigation 
and Reports Department of Day and 
Zimmermann, Inc., who testified with 
respect to reproduction cost, said these 
percentages were based on his judg- 
ment. Accordingly, we now have a 
combination of assumptions and s0- 
called judgment, which has produced 
a base figure of $165,583,000 to which 
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was applied the rate of 7 per cent for 
interest during construction. We have 
already indicated how the 7 per cent 
rate was determined. It was based on 
several assumptions and the arbitrary 
use of an interest rate of 6 per cent 
annually. Sanborn did not qualify as 
an expert on the cost of money and 
the use of this rate is open to serious 
question, when consideration is given 
to the present low level of interest 
rates On various types of investments. 
In view of the foregoing, it is evident 
that the 7 per cent rate applied by San- 
born is subject, not only to the weak- 
ness inherent in its determination, but 
is also subject to the numerous weak- 
nesses in the base of $165,583,000 to 
which it was applied. 

For the purpose of this order, we 
will adopt the reproduction cost of 
$177,174,000, adjusted only to ex- 
dude paving of $11,862,000 plus 


19.9 per cent for indirect costs applica- 
ble thereto, a total of $14,223,000, 
leaving $162,951,000 for the adjusted 
reproduction cost new, exclusive of 


working capital and intangibles. We 
consider this adjusted determination 
to be, at best, only an “‘illustory cer- 
tainty.” However, in our fair value 
determination we will give it such 
weight as appears proper in the light 
of quality, or lack of it, of reproduc- 
tion cost estimates generally and of 
this one in particular. 


C. Accrued Depreciation 


[10-13] Respondent presented 
two estimates of accrued depreciation, 
through Henry E. Ehlers, vice presi- 
dent of Day and Zimmermann, Inc. 
The first was related to the original 
cost of respondent’s property, as re- 
flected by respondent’s Exhibit 15; 
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the second was related to respondent’s 
estimate of the reproduction cost of 
the property, as reflected by respond- 
ent’s Exhibit 16-B. The approach to 
the depreciation study made by Ehlers 
and the application of results thereof 
to each of the cost estimates was pre- 
sented by Ehlers in respondent’s Ex- 
hibit 34. 

For the Commission, Taylor made 
an estimate of accrued depreciation as 
related to his estimate of the original 
cost of the property as of December 
31, 1941, and the results thereof are 
included in Commission Exhibit 4. 


The Ehlers’ estimates are based on 
observation and study of the property. 
The Taylor estimate was based on the 
estimated life and age of the property 
as developed in the reorganization pro- 
ceedings in 1937, which, in turn, were 
based on observation and study. Tay- 
lor used the original cost estimate as 
of 1937 and brought it up to Decem- 
ber 31, 1941, by including property 
added between 1937 and 1941 and by 
subtracting property retired during 
the same period. However, he accept- 
ed the lives and ages assigned to the 
various property items in the 1937 
study. 

We will first take up the approach 
used by Ehlers and the effect of that 
approach upon his determination of 
accrued depreciation. 

Exhibit 34, for which Ehlers takes 
full responsibility, relates the general 
concepts and approach used in the 
preparation of his depreciation esti- 
mates. A definition of depreciation is 
shown by the exhibit, as follows: 

“Depreciation, from the value stand- 
point is a reflection of the present con- 
dition of a property item, its useful- 
ness and position in the system of 
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which it is a part, and its prospective 
usefulness therein. | Consideration 
from this angle covers not only the 
effect of physical causes of deteriora- 
tion, but also the impact of changes in 
the art, public requirements, obsoles- 
cence, inadequacy, supersession, etc., 
nonphysical causes hereinafter spoken 
of collectively as obsolescence.” 

Upon cross-examination by counsel 
for the city of Philadelphia, Ehlers al- 
so stated that he agreed with the defi- 
nition of depreciation adopted by the 
National Association of Railroad and 
Utility Commissioners in 1936, said 
definition being as follows: 

“Depreciation as applied to depre- 
ciable utility plant means the loss in 
service value not restored by current 
maintenance incurred in connection 
with the prospective retirement of util- 
ity plant in the course of service from 
causes which are known to be in cur- 
rent operation and against which the 
utility is not protected by insurance. 
Among the causes to be given consid- 
eration are wear and tear, decay, ac- 
tion of the elements, inadequacy, ob- 
solescence, changes in the art, changes 
in demand and requirements of pub- 
lic authorities.” 

It will be noted that virtually every 
cause of depreciation is included in 
both of the foregoing definitions, in- 
cluding physical causes. 

In making his determination of es- 
timated accrued depreciation, Ehlers 
gave predominant weight to the so- 
called nonphysical causes such as im- 
pact of changes in the art, public re- 
quirements, obsolescence, inadequacy, 
supersession, etc., which he collectively 
refers to as obsolescence. For exam- 
ple, out of a total $16,311,000 of sur- 
face tracks, excluding the tracks locat- 
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ed in barns and shops, Ehlers gave no 
consideration to physical causes of de- 
preciation for track having an original 
cost of $13,720,000. This was done 
upon the basis that renewals and main- 
tenance currently take care of the track 
system as a whole and that as long as 
tracks are currently and adequately re- 
newed and maintained there is no ex- 
isting depreciation due to physical 
causes. Furthermore, inasmuch as 
Ehlers could not foresee any nonphysi- 
cal causes, there was no depreciation 
estimated therefor. 

With respect to the question of 
physical causes, such as wear and tear, 
decay, and action of the elements, Eh- 
lers’ position appears untenable. Dur- 
ing the course of his cross-examina- 
tion Ehlers admitted on several occa- 
sions that time and wear exert their toll 
on a track system, that component 
parts will pass out and be replaced, that 
specific portions of the track system 
for example, Chestnut street track, 
will wear out, and that age “has a 
bearing, as I see it, upon its probable 
physical condition just from the point 
of view of age.” 

In Exhibit 34, the track of respond- 
ent is classified according to various 
grades of quality. This classification 
is as follows: [Table omitted. ] 

As shown above, 48.3 miles of tan- 
gent track, or 10 per cent of the total 
trackage, is rated as excellent. Ehlers 
defines excellent track as follows: 

“Track classified as excellent in 
which the line grade and joints were 
highly satisfactory and were flanged; 
and head of the rail wear was in evi- 
dence only to a minor degree or not 
at all; no sharp edges and the cross 
section of the rail materially the same 
as one that came from the mill. In 
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some instances the outer edges of the 
rail had not been touched by the tread 
of the wheel. Good track, as distin- 
guished from the excellent, that a 
greater amount of wear had occurred 
on the head and flanges of the rail 
than that falling in the excellent cate- 
gory. The line graded joints had to 
be good before a section of the track 
could be so classed; likewise there 
must have been no evidence of the 
flange in the wheel having worn or rid- 
den upon the bottom of the groove of 
the rail. The outer edge of the rail 
had developed a definite sharpness, and 
in some instances, slight flange wear 
was in evidence.” 

Without giving the definition for 
each of the grades shown above, we 
quote below the Ehlers’ definition of 
fair track, of which there was 154.9 
miles, comprising 32.4 per cent of the 
total mileage: 

“Track classified as fair; surface 
may be satisfactory and the joints 
were up; the head of the rail was flat 
and well worn; the bottom of the 
groove showed some evidence of flange 
wearing and inner edge of the rail at 
the gauge line was rounded due to 
flange wear, while the outer edge was 
sharp.” 

From the grade of excellent to the 
grade of fair, as indicated by the two 
definitions just quoted, it will be seen 
that whereas there is very little evi- 
dence of wear and tear in the track 
graded as excellent, there is consider- 
able wear and tear in the track rated 
as fair. Considering all of the grades 
together it is quite evident that, not- 
withstanding the contentions of Ehl- 
rs that no depreciation exists in the 
track system for which he estimates an 
original cost of $13,720,000, there is 
[18] 
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a substantial amount of depreciation 
in the track itself from physical caus- 
es. Accordingly, he has failed to take 
into account one of the important ele- 
ments of depreciation included in both 
definitions to which he subscribes. 

Summarizing Ehlers’ depreciation 
determinations with respect to track, 
we reproduce below a table included 
in respondent’s Exhibit 34: [Table 
omitted. ] 

The first item above shows an esti- 
mated accrued depreciation of $2,- 
060,000 on 82 miles of track which 
respondent plans to abandon. Ac- 
cording to respondent’s modernization 
plan of 1940, it was intended to aban- 
don, over a 9-year period beginning in 
1940, about 133 miles of track. About 
23 miles represented abandonments 
which have already been accomplished. 
Further studies of the 1940 plan have 
been made in the light of subsequent 
developments and Ehlers now con- 
cludes that 82 miles is a fair figure to 
use for purposes of estimating the ac- 
crued depreciation due to abandon- 
ment. The accrued depreciation at 
December 31, 1941, is estimated at 80 
per cent of the original cost of $2,- 
575,000 and is attributed solely to the 
factors collectively referred to as ob- 
solescence. 

The second item of accrued depre- 
ciation on track, relating to the D. M. 
& C. (Chester Short Line), is on the 
basis of 100 per cent of the original 
cost of $16,000 for the outer section 
of the line, and is entirely due to ob- 
solescence caused by its imminent 
abandonment. 

Factors considered in relation to 
the estimated accrued depreciation for 
barn and shop trackage are not clearly 
indicated. Ehlers said: 
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“When we did this job three or four 
years ago, we made quite a study of 
what had happened to the car barn 
and shop trackage in the past, and as a 
result of that, well, we worked out 
some sort of an indication of what 
might happen to it in the future, and 
this figure is a reflection of that work.” 

With respect to the estimated ac- 
crued depreciation of $30,000 adopted 
for rapid transit tracks, Ehlers said: 
°: That is a nominal allowance, 
and I have no way of gauging it nu- 
merically.”” Ehlers further said that 
the life cycle on rapid transit tracks 
would be less than on surface tracks. 

Finally, Ehlers estimated addition- 
al accrued depreciation for trackage 
as a whole, based on deferred renew- 
als, amounting to $495,000. 

The total estimated accrued depre- 
ciation of $2,721,000 might be said 
to be based entirely on obsolescence 
factors, except for the physical causes 
which were recognized in the item of 
deferred renewals. 

Results of the application of Ehl- 
ers’ concept of accrued depreciation 
as related to track may be illustrated 
by a hypothetical case which may con- 
ceivably be factual. Assume a mile of 
track constructed ten years ago which 
has outlived its period of usefulness 
today and will be replaced tomorrow, 
then in that instance this concept rec- 
ognizes no accrued depreciation today 
but will consider the track 100 per cent 
depreciated tomorrow. 

The varying results which are ob- 
tained in determining accrued depre- 
ciation by the concepts and methods 
set forth in respondent’s Exhibit 34 
are exemplified by two reports, both 
prepared by Day and Zimmermann, 


Inc., and presented as exhibits. One 
of these reports was a reproduction 
cost estimate of respondent’s property 
as existing at January 1, 1935, and 
presented as applicant’s Exhibit 21 in 
the reorganization proceeding. The 
other is a reproduction cost estimate 
of respondent’s property at December 
31, 1941, and presented as Exhibit No, 
16-B in the instant proceeding. In 
the consideration of these two exhib- 
its, we take notice of the testimony of 
Ehlers, at page 1405, as follows: 
[Testimony omitted. ] 

Reference to the estimates of Jan- 
uary 1, 1935, at Account No. 530- 
533, shows that despite this testimony 
the reproduction cost new for passen- 
ger equipment was estimated by the 
company to be $36,436,500 and the 
reproduction cost new less accrued de- 
preciation to be $26,442,300 while, as 
of December 31, 1941, respondent's 
exhibit shows reproduction cost new 
of passenger equipment to be $40,625,- 
000 and reproduction cost new less ac- 
crued depreciation to be $20,999,000. 
Ehlers, however, did not reconcile this 
point with testimony that similar prop- 
erty which as of December 31, 
1941, would have cost some $4,000,- 
000 more than it would have cost sev- 
eral years ago has a value of some 
$5,000,000 less than at the previous 
date. In the earlier estimate the ratio 
of accrued depreciation to reproduc- 
tion cost is 27.4 per cent and in the 
more recent estimate this ratio is 48.3 
per cent. 

In comparing track accounts in the 
two estimates a reversal of these con- 
ditions appears, although in lesser 
amounts. In the earlier report the 
ratio of accrued depreciation to repro- 
duction cost is 15.9 per cent and in the 
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latter and more recent report—14.7 
per cent. 

Considering the total direct and in- 
direct costs in the two estimates, we 
note that the entire property has an 
estimated reproduction cost of about 
$6,000,000 more and a depreciated 
cost of over $4,000,000 less than simi- 
larly estimated at the prior date. 

Depreciation has been defined as a 
“lessening of worth with age.” In 
more detail it may be or has been de- 
fined as the reduction of service capac- 
ity by age, use, wear and tear, action 
of the elements, obsolescence, ineffici- 
ency, inadequacy and demands of pub- 
lic interest and of public authority. It 
follows, therefore, that accrued depre- 
ciation at a given time is the result of 
cumulative action of these forces. 

It is this concept of depreciation 
and of accrued depreciation with 
which we are here concerned, rather 
than with any formula resulting from 
mathematics of finance or from man- 
agerial policies, which acts to set up a 
financial reserve, sinking fund, or oth- 
er device designed to amortize the cap- 
ital invested in property consumed by 
the action of depreciatory forces. Aft- 
er thorough consideration of the sub- 
ject of accrued depreciation as pre- 
sented by the respondent, we are of 
the opinion that the methods used and 
the results obtained by respondent are 
not reliable for the determination of 
accrued depreciation. 

Other depreciation estimates were 
made by Ehlers and are reflected by 
respondent’s Exhibit 15. In our opin- 
ion, they are even less reliable than 
those in Exhibit 34, being based upon 
the application of ratios developed by 
relating the book reserve to the prop- 
erty accounts, and applying such ratios 
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to the original cost and reproduction 
cost estimates. The book reserve has 
not been established as being represen- 
tative of the accrued depreciation of 
the property; furthermore, it never 
has been in agreement with any inde- 
pendent depreciation estimate of rec- 
ord in the reorganization case or in 
this case. 

For the purpose required in the in- 
stant proceeding, the age-life straight- 
line method of determining accrued 
depreciation reflects the element of 
value resting in the physical property 
of such an enterprise. It is the more 
direct and practical, productive of 
more consistent results and conforms 
to the concept previously expressed, 
and we shall adopt this method in our 
determination. 

Having accepted in principle the 
age-life straight-line method of depre- 
ciation it remains only to explore the 
degree of accuracy of the method as 
applied to the property here considered. 

We recognize that accrued depreci- 
ation at a given instant is not suscep- 
tible of precise determination by any 
method of appraisal for the reason 
that depreciation of a unit or a group 
of units of property is subject to pe- 
riodic variations during its life. How- 
ever, since the straight-line method 
assumes that all such variations are, so 
to speak, ironed out to make deprecia- 
tion uniform throughout the life, it fol- 
lows that accuracy of results rests on 
the proper determination of the factor 
of life expectancy. Age of existing 
property, the other principal factor, is 
usually determinable with accuracy. 

In the instant proceedings condi- 
tions are particularly favorable for 
the determination of life expectancy. 
The electric street railway industry in 
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metropolitan Philadelphia as now com- 
prised in Philadelphia Transportation 
Company has, in effect, been practical- 
ly an entity for a period of forty 
years and substantially so for a period 
of fifty years. 

Changes through the years result- 
ing in present conditions have been 
progressive and evolutionary and at 
no time excessively abrupt. In these 
circumstances, the statistical records 
of the company are a sound basis for 
estimating life expectancy particularly 
for those classes of property which 
have been replaced one or more times 
during the historical period, and 


which now comprise at least 60 per cent 
of respondent’s property extant. In 
the compilation of Commission Ex- 
hibit 4 by the engineering staff, the 
straight-line method of determining 
accrued depreciation was used. This 
is shown clearly by the exhibit and by 


the testimony of Taylor in his cita- 
tions from testimony concerning pri- 
or estimates which were used at the 
primary base in the preparation of this 
exhibit. It was further testified that 
Commission engineers in preparing 
Commission Exhibit 4 made full use 
of company records and only in infre- 
quent instances was it necessary to go 
beyond those records for pertinent 
data. 

In reviewing Commission Exhibit 
4 and the related testimony of Taylor, 
we take note of certain points which 
would appear to require modification 
of the accrued depreciation estimate 
made on the straight-line basis used. 
Taylor testified that the estimated lives 
adopted for the various items of prop- 
erty were taken from the exhibits sub- 
mitted in evidence in the reorganiza- 
tion case and that no subsequent in- 


spections of the property were made in 
connection with the preparation of 
Commission Exhibit 4. In the earlier 
estimate Commission Engineer Rob- 
erts adopted some lives, for rolling 
stock and other equipment particular. 
ly, which, in his opinion, were on the 
point of retirement and therefore were 
considered to have completed their re. 
spective useful service lives. Because 
of a variety of conditions which de. 
veloped during the period intervening 
between the dates of the two exhibits, 
including war defense activities, which 
in turn required greater utilization of 
all equipment, some of such property 
is in use today. However, certain of 
the rolling stock was in dead storage 
for a period and based on conditions 
prevailing prior to the present war 
emergency, would probably have been 
retired as contemplated by Roberts. 
On the other hand, some of the rolling 
stock and equipment has been in con- 
tinuous use since the Roberts’ estimate 
and to that extent subsequent exper- 
ience did not confirm the estimated 
lives used by him. It follows, there- 
fore, that some of the lives in Exhib- 
it 4 are in need of revision, consum- 
mation of which would alter the de- 
preciation results. However, Taylor’s 
ages and estimated lives with relation 
to trackage, an important property 
item, are confined by respondent’s en- 
gineer, Ehlers. 

The annual depreciation calculated 
by the straight-line method and shown 
in this exhibit is $3,096,384 and the 
actual charge to depreciation and re- 
newals for the year 1941 shown by 
respondent’s Exhibit No. 1-A is $3, 
080,138. While the close agreement 
of these two amounts may be a mere 
coincidence, nevertheless the compari- 
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son as an indication of accuracy is not 
without merit. 

In our determination of fair value, 
appropriate consideration will be giv- 
en to our criticisms of the depreciation 
method adopted and application there- 
of to the cost estimates. 


D. Book Cost and Depreciation 
Reserve 


At December 31, 1941, the book 
cost of respondent’s property amount- 
ed to $111,724,346.99. This amount 
purports to represent, with certain ex- 
ceptions, “the original cost of the 
property items in the various classifi- 
cations, based upon and in accord with 
the findings of the Commission as set 
forth in its order of October 3, 1938, 
Application Docket No. 33559 (26 
PUR(NS) 65), and modified by de- 
tailed adjustments for property re- 
tired or added between October 1, 1937 
and December 31, 1941.” The major 
exceptions relate to the land and pav- 
ing accounts. These accounts were re- 
corded in accordance with the Phila- 
delphia Rapid Transit Company’s pe- 
tition of November 17, 1938, asking 
for “reconsideration of the order of 
October 3, 1938, and for approval of 
the Second Revised Plan of Reorgani- 
zation, dated December 1, 1937, as 
amended June 1, 1938, and Novem- 
ber 15, 1938, which approval was 
granted by order of November 22, 
1938 (26 PUR(NS) 154).” 

We have pointed out previously 
herein that final approval of the plan 
of reorganization as expressed in the 
order of November 22, 1938, supra, 
did not embrace approval of any fig- 
ures therein relating to property costs, 
depreciation, etc. Since respondent’s 
intention in opening its books was to 
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record original costs, we are of the 
opinion that such costs should have 
been recorded in accordance with the 
specific findings made by the Commis- 
sion as to all property accounts in the 
order nisi of August 2, 1938, 26 PUR 
(NS) 65, and as modified in the or- 
der of October 3, 1938, supra. Ad- 
justment of the recorded figures 
should result in a book cost approxi- 
mating the finding herein made of 
$104,242,000 in relation to original 
cost. Accordingly, we will adopt this 
figure as the adjusted book cost of 
respondent’s used and useful property. 

The recorded reserve for deprecia- 
tion of road and equipment amounted 
to $26,570,409.49 on December 31, 
1941. The reserve was created Jan- 
uary 1, 1940, upon the following 
basis: 

“The figures shown for accrued de- 
preciation on the books of this com- 
pany and its wholly owned subsidiar- 
ies with the exception of Willow 
Grove Park Co. represent an estimate 
by Day & Zimmermann, Inc., the com- 
pany’s consulting engineers, of the re- 
serve requirements for accrued depre- 
ciation applicable to the original costs 
shown on the books of this company 
and its wholly owned subsidiaries. 
The amount is based upon the results 
of their studies of the system made 
prior to and during the recent reor- 
ganization proceedings, upon the use 
of methods fully set forth in the ex- 
hibits and notes of testimony and sum- 
marized in the briefs filed by the com- 
pany in those proceedings, and upon a 
study of the probable development of 
the system in the light of the more re- 
cent plans for its modernization. 
These estimated requirements for de- 
prectation are in general accord with 
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the suggestions of the company in its 
petition for reconsideration and ap- 
proval of the plan as amended, which 
approval was granted by the Pennsyl- 
vania Public Utility Commission by 
its order of November 22, 1938 (26 
PUR(NS) 154).” (Italics supplied.) 

On the basis of all evidence in the 
reorganization proceedings, the Com- 
mission in the order of October 3, 


1938, supra, found that $31,000,000 


Funded Debt, including $3,887,000 of Equipment Trust Bonds ... 
Participating Preferred Stock—754,731 shares—par value $20 each 
Common Stock—719,926 shares—stated value—$10 each 


Total Securities Outstanding 
Surplus: 
Capital Surplus 
Profit and Loss Account 


Total Securities and Surplus 


would be reasonable for accrued de- 
preciation. In the petition for recon- 
sideration the company suggested 
$27,500,000, a difference of $3,- 
500,000. 


Here again is a situation where re- 
spondent, by booking the reserve 
amount suggested in the petition, at- 
tempts to bind the Commission to its 
acceptance, merely because of its in- 
clusion therein. While even the fig- 
ure of $31,000,000 is not binding on 
us in this or any other proceeding in- 
volving respondent, we are of the 
opinion that the reserve at December 
31, 1941, should be increased to the 
extent of $3,500,000 in order to re- 
store the status contemplated by the 
order of October 3, 1938. According- 
ly, we will add this amount to the fig- 
ure of $26,570,409.49, thus produc- 
ing an adjusted reserve figure of $30,- 
070,409.49. 

In determining fair value we will 
consider as an element thereof the ad- 
justed book cost of property amount- 
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ing to $104,194,000 from which we 
will deduct $30,070,000 for the ad- 
justed depreciation reserve, leaving 
$74,124,000 as the book cost less de. 


preciation reserve. 


E. Securities Outstanding and Corpo- 
rate Surplus 


[14-16] The capitalization and sur- 
plus of respondent at December 31, 
1941, were as follows: 
$62,434,848.00 


15,094,620.00 
7,199,260.00 


°$84,728,728.00 


$3,715,783.66 


839,846.12 4,555,629.78 


$89,284,357.78 


In addition, respondent shows that 
equipment trust obligations aggregat- 
ing $2,000,000 were to be issued early 
in 1942, to finance the purchase of new 
equipment. We thus have for con- 
sideration total capitalization and sur- 


plus of $91,284,358. 


To date this year respondent has 
issued equipment obligations dated 
April 1, 1942, in the amount of $1, 
386,000. These were issued to finance 
the purchase of 110 PCC cars and 10 
trackless trolleys at an estimated cost 
of $2,058,000. Respondent has or- 
dered new busses at an estimated cost 
of $1,200,000, and the remaining por- 
tion of the $2,000,000 of obligations 
included above is to be issued to fi- 
nance their purchase. We will in- 
clude, therefore, the entire $2,000,000 
in the securities outstanding. 

Respondent’s capital surplus at De- 
cember 31, 1941, amounted to $3,- 
715,783.66, as shown above. This 
was created by recording the original 
cost of the property and depreciation 
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reserve at January 1, 1940, at amounts 
exceeding specific findings made in 
our order dated October 3, 1938, in 
the reorganization proceedings. We 
are of the opinion that the item of cap- 
ital surplus should not be recognized 
as a part of respondent’s securities 
outstanding and surplus, inasmuch as 
adoption by respondent, for account- 
ing purposes, of the findings referred 
to would not have made possible the 
creation of a capital surplus. 

In accordance with the foregoing, 
we find that the par and stated values 
of the securities outstanding and book 
surplus, aggregating $91,284,358, 
should be reduced by $3,715,784 to 
$87,568,574. 

Respondent’s Exhibit 25, submitted 
by Coffman, shows the market prices 
of nearly all issues of respondent’s 
outstanding bonds, as of December 31, 
1941. We have applied these prices 
to the principal amounts, using, how- 
ever, the par values for bonds not 
priced, and have developed market 
values on that date, as follows: 


Market 
Value 


Principal 
Amount 
Real estate mortgage 
bonds and miscel- 
laneous 
Divisional lien bonds 
Collateral trust bonds 
First and refunding 
mortgage, series A, 
1969 


Consolidated 3%-6%, 
series A, due Jan- 
uary 1, 2039 

Equipment trusts ... 


$2,095.344 
20,522,300 
1,784,000 


$2,140,554 
20,761,068 
1,852,258 


1,865,260 1,678,734 


32,280,944 16,463,281 
3,887,000 3,887,000 


$62,434,848 $46,782,895 





Totals 


Addition of the equipment trust 
bonds to be issued in 1942, at par 
would increase the market value of the 
bonds to $48,782,895. 

Coffman testified on cross-exami- 
nation that the preferred stock of re- 
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spondent had a market value of $4 per 
share and the common stock had a 
market value of $1 per share. Addi- 
tion of the total market values of the 
two capital stock issues to the total 
market value of the bonds, produces a 
total market value for all securities of 
$52,521,745, as shown below: 


Market value of bonds $48,782,895 
Market value of participating pre- 
ferred stock—754,731 shares 
3,018,924 


719,926 


Market value of common stock— 
719,926 shares @ $1 

Total Market Value—Decem- 

ber 31 1941, including equip- 

ment trust bonds to be is- 

sued in 1942 $52,521,745 


We will give consideration to the 
par or stated values of securities out- 
standing, and to their market values, 
in our fair value determination. 


F. Working Capital 

[17] Respondent claims an allow- 
ance of $1,500,000 for materials and 
supplies and $2,700,000 for cash 
working capital, a total of $4,200,000. 
We will allow the former, which is 
almost identical with the amount 
shown by the books at December 31, 
1941. The claim of $2,700,000 for 
cash working capital is shown by Ex- 
hibit 15, and is a judgment determina- 
tion by respondent’s witness Ehlers 
after consideration of several methods 
of approach. 

The primary purpose for making an 
allowance for working capital is to in- 
clude in the rate base sufficient cash to 
permit the enterprise to provide for its 
necessary expenditures until such time 
as revenues are received from its pa- 
trons. In the instance of a transpor- 
tation utility, service is rendered on a 
cash prepayment basis. Accordingly, 
if the enterprise were being initiated 
with its present business available, at 
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the close of the first day of business 
one day’s revenue would be in hand 
in cash. And so with each succeeding 
day a corresponding amount of cash 
would flow to the enterprise. Accord- 
ingly, there appears to be no need for 
an allowance for cash for the expenses 
of operation, exclusive of taxes and 
depreciation, in the amount claimed 
by Ehlers. 

However, respondent’s Exhibit 15 
at page 9 indicates a number of items 
which are claimed to require cash. In 
giving consideration to a minimum 
bank balance of $1,200,000, we are 
not impressed that such a requirement 
would obtain at the day of inception 
of the enterprise. Giving considera- 
tion to all of the exhibit with respect 
to the subject of working capital, it is 
our opinion that an allowance of $1,- 
000,000 for cash is reasonable and we 
so find. 

In view of the foregoing we will al- 
low $1,500,000 for materials and sup- 
plies and $1,000,000 for cash working 
capital, a total of $2,500,000. 


G. Cost of Financing 


[18] In the order of October 3, 
1938, relative to the reorganization 
case, the Commission allowed $2,800,- 
000, being equivalent to approximate- 
ly 4 per cent of the determined origi- 
nal cost depreciated. While this al- 
lowance appears unduly liberal for 
rate-making purposes in view of fi- 
nancing costs currently being incurred 
by other large utilities, it appears rea- 
sonable to adopt the figure of $2,800,- 
000 in relation to both reproduction 
cost and original cost. Accordingly, 
in our determination of fair value, 
this amount will be given appropriate 
consideration. 
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H. Investment in Additional Equip- 
ment during 1942 


[19] Respondent’s Exhibit 13 
shows an estimated increase in the 
road and equipment account durin 
1942 amounting to $3,325,093, made 
up as follows: 

110 PCC trolley cars 
10 Trackless trolley cars 
100 Forty-passenger single 
busses 
1 Thirty-one 
deck bus 


$1,981,000 
135,000 


$3,325,093 

The record shows that the forego- 
ing equipment has been ordered and 
partial deliveries made. We will give 
consideration to the cost thereof in our 
fair value determination. 


Total additions 


I. Fair Value 


In accordance with the principles of 
rate determination as expressed in the 
opinion of the Supreme Court of the 
United States in Smyth v. Ames 
(1898) 169 US 466, 42 L ed 819, 18 
S Ct 418, and by the appellate courts 
of Pennsylvania, otherwise known as 
the fair value rule, we will now con- 
sider the various elements of cost and 
value evidence of record in this case 
and reach a determination of the fair 
value of respondent’s used and useful 
property. 

Our determination of the original 
cost of respondent’s property amounts 
to $104,194,000, as of December 31, 
1941, before deducting accrued de- 
preciation. The depreciated original 
cost, after giving effect to the princi- 
ples of depreciation adopted by us, is 
as follows: 


Original cost undepreciated .... $104,194,000 
Accrued depreciation 47,000,000 


Original cost less accrued de- 
preciation 


$57,194,000 
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The original cost undepreciated fig- 
ure of $104,194,000 is our determina- 
tion as shown by Appendix A [herein 
omitted]. The accrued depreciation 
is based on the estimate made by Tay- 
lor adjusted for depreciation on items 
added to and deducted from the origi- 
nal cost estimate. 

Our determination of the reproduc- 
tion cost of respondent’s property 
amounts to $162,951,000, as of De- 
cember 31, 1941, before deducting ac- 
crued depreciation. The depreciated 
reproduction cost, after giving effect 
to the depreciation method adopted 
herein, is as follows: 


Reproduction cost new $162,951,000 


Accrued depreciation—using over- 
all ratio of accrued deprecia- 


tion to original cost 73,300,000 


Reproduction cost new less 


depreciation $89,651,000 


The foregoing original cost and re- 
production cost determinations do not 
include provision for working capital, 
purchase of new equipment in 1942, 
or intangibles. To each of the above 
depreciated cost figures should be add- 
ed the findings made previously here- 
in for these items, as follows: 

Original Cost 


Depreciated 
eee. $57,194,000 


2,500,000 


Original cost depreciated .. 
Add: 


Working capital 
Cost of financing 
Cost of new equipment to be 

purchased in 1942 .......... 3,325,000 


DOA: cvvewasrvscciscee PONMInUee 
Reproduction 
Cost 
; Depreciated 
> iat cost depreciated .. $89,651,000 


2,500,000 


Working capital 
Cost of financing 2,800,000 
Cost of new equipment to be 

purchased in 1942 3,325,000 


FOC cosivackictcaccces QeeerGuel 
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Another element of fair value is the 
adjusted book cost less depreciation 
reserve amounting to $74,124,000, plus 
the items of working capital, cost of 
financing, and cost of new equipment, 
or a total of $82,749,000. 

Finally, we have as an element of 
fair value, respondent’s outstanding 
securities and surplus, which we have 
found to amount to $87,568,574 for 
rate-making purposes. The market 
values of these securities, determined 
in the manner previously indicated 
amount to $52,521,745. Both figures 
include $2,000,000 of equipment trust 
obligations to be issued in 1942. 

All of the elements enumerated 
above and our finding with respect to 
each are summarized as follows: 


$65,819,000 


Original cost depreciated 
98,276,000 


Reproduction cost depreciated ... 

Book cost less depreciation 
serve, as adjusted 

Bonds, stock and surplus: 
At par and stated values ..... 
At market values 


87,569,000 
52,522,000 
In view of recent decisions of the 
Supreme Court of the United States, 
particularly {n Federal Power Com- 
mission v. Natural Gas Pipeline Co. of 
America (1942) 315 US 575, 86 L 
ed —, 42 PUR(NS) 129, 150, 62 S 
Ct 736, it is questionable whether any 
weight should be given to reproduc- 
tion cost in making a rate base deter- 
mination. The concurring opinions 
of Justices Black, Douglas, and Mur- 
phy, include the following statement : 
“As we read the opinion of the 
court, the Commission is now freed 
from the compulsion of admitting evi- 
dence on reproduction cost or of giv- 
ing any weight to that element of ‘fair 
value.’ The Commission may now 
adopt, if it chooses, prudent investment 
as a rate base—the base long advo- 
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cated by Mr. Justice Brandeis. And 
for the reasons stated by Mr. Jus- 
tice Brandeis in the Southwestern 
Bell Telephone Case (262 US 276, 67 
L ed 981, PUR1923C 193, 43 S Ct 
544, 31 ALR 807) there could be no 
constitutional objection if the Commis- 
sion adhered to that formula and re- 
jected all others.” 

Based upon consideration of each 
of the elements included in this section 
of the order, and having weighed all 
other facts of record which might be 
considered as relevant thereto, we find 
and determine that the fair value of 
respondent’s used and useful property, 
as a going concern based on evidence 
as of December 31, 1941, is $77,000,- 
000, including working capital and 
cost of financing; including also the 
estimated cost of equipment to be 
purchased in 1942. 


II. Rate of Return 


[20-23] Respondent claims an al- 
lowance of 7 per cent for rate of re- 
turn. This claim is based primarily on 
opinion evidence given by Edward 
Hopkinson, Jr., chairman of the ex- 
ecutive committee and a director of 
respondent. Hopkinson was reorgan- 
ization manager of the reorganization 
of Philadelphia Rapid Transit Com- 
pany and underliers, being appointed 
by the Federal court for that purpose. 
He was responsible for the plan of re- 
organization and stated in the instant 
proceeding that “in my judgment’’ it 
was a fair plan. 

Mr. Charles E. Ebert, executive 
vice president of respondent, testified 
that one of the exhibits offered in the 
reorganization proceedings showed 
that during the 5-year period 1934 to 
1938 the average amount available 
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for interest and dividends was $5,800 - 
000 and that the amount would be suf. 
ficient to pay all of the interest on the 
bonds issued under the reorganization, 
$1 per share dividend on preferred 
stock, $1 per share dividend on the 
common stock, and would allow ap- | 
proximately $1,000,000 to be added to 
surplus. The order nisi of August 2, 
1938, 26 PUR(NS) 65, in the reor- 
ganization proceeding said that “on the 
basis of Mr. Ebert’s testimony reason- 
able expectation of income available 
for distribution to proposed new se- 
curities is approximately $4,000,000.” 
It is evident, therefore, that while the 
average earnings in the 5-year period 
ended December 31, 1938, approxi- 
mated $5,800,000, Mr. Ebert expected 
that based on the years 1937 and 1938, 
when the earnings were $4,126,562 
and $3,752,508, respectively, the earn- 
ings after the organization of the new 
corporation would more nearly ap- 
proach the figures for the most recent 
experience then available, or would be 
in the neighborhood of $4,000,000. 
These earnings should be considered 
in conjunction with Hopkinson’s state- 
ment that in his judgment the plan of 
reorganization was fair. 


Another witness called by respond- 
ent was Mr. Paul B. Coffman, vice 
president of Standard & Poor’s Cor- 
poration, a financial statistical invest- 
ment service of New York. Coffman 
made a purported analysis of the Phil- 
adelphia transportation situation, a de- 
tailed study of the cost of money in 
various categories, such as commercial 
paper, bonds, preferred stock, etc., and 
in addition reached a conclusion that 
the amount required by respondent to 
preserve the investment quality of the 
debt outstanding is $6,892,845 annu- 
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ally. Coffman presented an elaborate 
exhibit containing numerous charts 
and tables, among which was Chart 
No. 5, showing the outstanding capi- 
tal of respondent as of December 31, 
1941. The total outstanding debt is 
shown at $62,434,848, of which $46,- 
294,376 is considered to be fixed in- 
terest debt and $16,140,472 is consid- 
ered to be contingent interest debt. 
The preferred stock is shown at $15,- 
094,620, and the common stock and 
surplus combined is shown at $11,- 
754,890. The segregation between 
fixed interest debt and contingent in- 
terest debt was based on the fact that 
respondent has outstanding, as a result 
of the reorganization, $32,280,944 of 
consolidated mortgage 3 per cent-6 
per cent series A bonds, due in 2039. 
The issue provides that the fixed inter- 
est rate shall be 3 per cent but that 6 
per cent shall be paid if earned. Al- 
though respondent was incorporated 
on January 1, 1940, these bonds bore 
interest from January 1, 1939. Re- 
spondent paid 5.6 per cent on these 
consolidated mortgage bonds for 1939, 
but has paid the full 6 per cent inter- 
est, including 3 per cent fixed and 3 
per cent contingent, for the years 1940 
and 1941. In view of this situation 
with respect to the interest provisions, 
Coffman divided the consolidated 
mortgage bonds into fixed interest 
bearing debt and contingent interest 
bearing debt, as stated. 

Upon presentation of Exhibit 25, 
counsel for respondent stated that 
Coffman’s testimony would be almost 
identical to the type of testimony he 
gave in the Pennsylvania Power and 
Light Company Case before this Com- 
mission. In the instant case, Coffman 
stated that what he was “principally 
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interested in in this study was the 
matter of preservation of investment 
quality of debt outstanding.” His 
conclusion was based on the establish- 
ment of an investment rating of Bl 
plus according to Standard & Poor’s. 
However, referring to Appendix Ta- 
ble 4 of Exhibit 25, where twenty- 
four issues of funded debt are listed, 
it is noted that only one of the issues, 
namely, the Market Street Elevated 
Passenger Railway Company first 
mortgage 4 per cent bonds due in 1955, 
in the amount of $10,000,000, was 
rated as high as B1 plus. One issue 
was rated as low as C, which rating is 
defined in Appendix Table 2 of Ex- 
hibit 25 as follows: “This rating is 
reserved for income bonds on which 
no interest is being paid and for the 
best defaulted issues.” The consoli- 
dated 3 per cent—6 per cent bonds, al- 
ready referred to, which amounted to 
$32,280,944, are rated Cl, which rat- 
ing is described in Appendix Table 2 
as follows: Bonds rated Cl plus and 
C1 are outright speculations, with the 
lower rating denoting the more specu- 
lative. Interest is paid, although in 
the case of Cl ratings the bonds may 
be on an income basis and the payment 
may be small.” It is evident, there- 
fore, that Coffman did not follow his 
intention to preserve the investment 
quality of the debt outstanding but im- 
proved it considerably to a B1 plus rat- 
ing which he defines as follows in Ap- 
pendix Table No. 2: “The B1 plus, 
or medium grade, category is border- 
line between definitely sound obliga- 
tions and those wherein the speculative 
element begins to predominate. These 
bonds have adequate asset protection 
and normally are covered by satisfac- 
tory earnings. Their susceptibility to 
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changing conditions, particularly to 
lengthy depressions, necessitates con- 
stant watching. Marketwise, the bonds 
are as responsive to business condi- 
tions as they are to interest rates. 
The group is the lowest which quali- 
fies for commercial bank investment.” 
It is further evident that if Coffman 
were to reach a conclusion based on 
preservation of the actual ratings, the 
interest requirements would be con- 
siderably less than the $6,892,845, 
which he testified was necessary for 
that purpose. 

With respect to Coffman’s statement 
that his testimony is almost identical 
to the type he gave in the Pennsylvania 
Power and Light Case, we point out 
that in the latter case he accepted 
Standard & Poor’s investment ratings 
for the funded debt issues of the Penn- 
sylvania Power and Light Company, 
whereas in the instant case he improved 
the ratings so that all of the funded 
debt issues would be on the basis of 
B1 plus. 

If respondent were allowed to earn 
for its interest and dividend capital 
charges the sum of $6,892,845, there 
would be available for preferred stock 
dividends 83 per cent on the par value 
thereof and 20 per cent on the stated 
value of the common stock. Based on 
the market values of the preferred and 
comon stock there would be available 
therefor, as testified to by Coffman on 
cross-examination, 624 per cent on the 
preferred stock and 200 per cent on 
the common stock. There is an inter- 
esting contrast between Coffman’s tes- 
timony in this case, where he fixes 20 
per cent as a proper return on the stat- 
ed value of the common stock, and 
the testimony he gave before a board 
of viewers in a case involving condem- 
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nation of the Market street bridge in 
Harrisburg. In the latter case, where 
it was to the utility’s interest to use a 
low percentage as a basis for capj- 
talizing earnings to arrive at a high 
capital value, Coffman considered 7 
per cent as proper earnings, and 54 per 
cent as proper dividends, on common 
stock. 

On redirect examination Coffman 
attempted to show that the remaining 
portion of the $6,892,845 that would 
be available for dividends after provi- 
sion for all interest requirements, 
would be reduced substantially by re- 
quirements of respondent to make 
payments on its Serial Equipment 
Trust obligations and by the payment 
of sinking-fund charges on various 
issues of funded debt outstanding. 
This was an obvious attempt to show 
that the amounts available for divi- 
dends would more closely approach 
the figures in the Harrisburg bridge 
situation and was made in disregard 
of the fact that payment of debt of 
any sort whatever is merely an equal 
exchange of liabilities for assets and 
does not in any way affect earnings or 
stock equities. Stockholders, partic- 
ularly common stockholders, may bene- 
fit in one of two ways from the earn- 
ings of corporations. First, if suffi- 
cient cash is available, all of the earn- 
ings may be paid in dividends; sec- 
ondly, if sufficient cash is not avail- 
able, or if certain requirements for 
the liquidation of debt or sinking-fund 
payments must be met, some cash is 
utilized therefor and instead of receiv- 
ing benefits immediately in the form 
of cash dividends, the stockholder re- 
ceives benefits arising from an increase 
in the value of the stock which he 
holds. Coffman admitted that a sink- 
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ing-fund payment is an allocation of 
income and not a charge to expense. 
Coffman submitted a number of 
charts and statements relating to the 
operations of Philadelphia Rapid 
Transit Company and Philadelphia 
Transportation Company for the pe- 
riod from January 1, 1931, to Decem- 
ber 31, 1941. A study of these data 
in conjunction with other evidence in 
the case shows that Coffman has failed 
to make adequate adjustment for un- 
usual book entries, to the extent that 
certain charges and credits were not 
related to the years to which they ap- 
plied. We will not enumerate all of 
the items but will point out a reduc- 
tion in the tax liability at January 1, 
1940, in the amount of approximately 
$3,100,000 due to overaccruals for 
taxes in previous years by Philadelphia 
Rapid Transit Company. Appropri- 
ate adjustment of this item to reduce 
the taxes shown by Coffman’s exhibit 
for the years for which the accruals 
were set up would substantially in- 
crease the earnings in some of the 
years affected, with corresponding 
changes in the ratios developed by him. 
Another item relates to the annual pay- 
ment of $240,000 to the city of Phila- 
delphia during the years 1933 to 1941, 
inclusive. During the period from 
1933 to 1938, inclusive, this annual 
charge was not shown in operating ex- 
penses, but for the years 1939 to 1941, 
inclusive, the annual charge was in- 
cluded in operating expenses by Coff- 
man. Appropriate adjustment to re- 
flect operating results for all years on a 
consistent basis would further change 
the ratios developed by Coffman. Still 
another item relates to charges includ- 
ed on the books and by Coffman in 
1938 and prior years as deductions 
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from income, whereas the amounts 
relating to similar items were included 
in expenses for the years 1939 to 1941, 
inclusive. Further changes would be 
necessary in the ratios in each year 
should the tables and charts be set up 
on a comparable basis. In addition to 
these specific items, there were made, 
from time to time, entries in the sur- 
plus account of Philadelphia Rapid 
Transit Company and Philadelphia 
Transportation Company reflecting 
adjustments of income charges or 
credits in previous years. No attempt 
was made by Coffman to restate the 
accounts in each year to determine the 
proper earnings. In fact, Coffman 
disregarded these entries entirely and 
gave them no consideration in his 
study. We consider the failure of 
Coffman to submit the operating 
statements of Philadelphia Rapid 
Transit Company and Philadelphia 
Transportation Company on a com- 
parable basis has resulted in mislead- 
ing statements of earnings and the 
development of misleading ratios. 
Since he relied somewhat upon these 
data in reaching his conclusion of the 
earnings required to cover fixed debt 
capital, it is apparent that his conclu- 
sion is incorrect to the extent that fail- 
ure to make these adjustments has re- 
sulted in incorrect statements of earn- 
ings for the various years. 

Coffman’s approach in this case is 
based entirely upon acceptance of the 
capital structure of respondent and 
the determination of the earnings re- 
quired to support such a capital struc- 
ture. It has been the law since Smyth 
v. Ames, supra, that the determination 
of reasonable rates for public utilities 
shall be based on a fair return on the 
fair value of used and useful property. 
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To make such a determination numer- 
ous factors must be taken into consid- 
eration, including the reproduction 
cost of property, the original cost 
thereof, accrued depreciation thereon, 


market value of bonds and stock, in- ° 


vested capital, and any other matter 
which may be pertinent in the particu- 
lar case. Coffman accepts one of the 
elements as to value and adopts it as 
the only one which should be given 
weight. Such an approach is obvious- 
ly wrong and the adoption by this or 
any other regulatory body or court 
having jurisdiction would result in 
blind acceptance of capital structures, 
whether such structures are supported 
by full value, partial value or no value. 
Regulation would be nullified by this 
procedure, and any “water” existing in 
the capital structure would be pre- 
served for all time, and ratepayers 
would be required to pay a rate there- 
on in perpetuity. 

We are of the opinion that Coff- 
man’s testimony should be disregarded 
or at least severely discounted, and we 
will give little or no weight to his con- 
clusions in our determination of a fair 
rate of return for respondent. 

In Driscoll v. Edison Light & P. 
Co. (1939) 307 US 104, 119, 83 L 
ed 1134, 28 PUR(NS) 65, 74, 59 
S Ct 715, the Supreme Court of the 
United States made the following 
statement with respect to determina- 
tion of a reasonable rate of re- 
turn: 

“The rate of return was fixed by the 
Commission at 6 per cent. Witnesses 
for the utility brought out facts 
deemed applicable in the determination 
of a proper rate of return on the fair 
value of the property. Their evidence 
took cognizance of the yield of bonds, 
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preferred and common stocks of se. 
lected comparable utilities, the stag. 
nant market for new issues, prevail- 
ing cost of money, the implications of 
the possible substitution of some gov- 
ernmentally operated or financed util- 
ities for those privately owned and 
the dangers of a fixed schedule of rates 
in the face of possible inflation. From 
these factors they deduced that a prop- 
er rate of return would be from 728 
per cent to 8 per cent. An accounting 
expert of the Commission countered 
with tables showing yields of bonds of 
utilities ; the yield to maturity of Penn- 
sylvania public utility securities, ap- 
proved by the Commission between 
July 1, 1933, and May 7, 1937, long 
term and actually sold for cash to non- 
affiliated interests; yield of Pennsyl- 
vania electric utilities; financial and 
operating statistics of Pennsylvania 
electric utilities ; money rates, and oth- 
er material information. He conclud- 
ed 5.5 per cent was a reasonable rate 
of return. 

“Tt must be recognized that each 
utility presents an individual problem.* 
The answer does not lie alone in aver- 
age yields of seemingly comparable 
securities or even in deductions drawn 
from recent sales of issues authorized 
by this same Commission. Yields of 
preferred and common stocks are to 
be considered, as well as those of the 
funded debt. When bonds and pre- 
ferred stocks of well-seasoned com- 





2% “United R. & Electric Co. v. West, 280 
US 234, 249, 74 L ed 390, PUR1930A 225, 50 
S Ct 123; Willcox v. Consolidated Gas Co. 
(1909) 212 US 19, 48, 53 L ed 382, 29 S Ct 
192, 48 LRA(NS) 1134, 15 Ann Cas 1034; 
Bluefield Water Works & Improv. Co. v. West 
Virginia Pub. Service Commission, 262 US 
679, 692, 67 L ed 1176, PUR1923D 11, 43.5 
Ct 675; Knoxville v. Knoxville Water Co. 
(1909) 212 US 1, 17, 53 L ed 371, 29 S Ct 
148.” 
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panies can be floated at low rates, the 
allowance of an over-all rate return 
of a modest percentage will bring hand- 
some yields to the common stock. Cer- 
tainly the yields of the equity issues 


60-90-day time loans 
4-6 months commercial paper 
Call loans—renewals 
Bank Rates to Customers : 
New York city 
7 other northern and eastern cities 
Rediscount rates: 


We ome GIES ook cacioceeteccccedcuncis 


Philadelphia 

U. S. Government bonds: 
Long term 
Intermediate 


MEMIGIONE DORIS 6 oo sccecwccscoee Womens 


Bond yields—Highest grade: 
Composite 


Public utilities ..... Dekeveuceedacewawsa 


Bond yields—Corporate quality ratings: 
Al plus 
B1 plus 


Bond yields—Public utility quality ratings: 


*December, 1941 


must be larger than that for the un- 
derlying securities. In this instance, 
the utility operates in a stable commu- 
nity accustomed to the use of electrici- 
ty and close to the capital markets, 
with funds readily available for secure 
investment. Long operation and ade- 
quate records make forecasts of net 
operating revenues fairly certain. Un- 
der such circumstances a 6 per cent re- 
turn after all allowable charges cannot 
be confiscatory.” 

While Coffman’s exhibit is deficient 
in many respects, it does include vol- 
uminous data with respect to the cost 
of money as related to various types of 
securities, over a period of years. 
These studies show that from 1930 to 
1942 the cost of money has been de- 
clining constantly and that corporation 
financing in recent years has had the 
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effect of substantially reducing charges 
on capital securities. In the follow- 
ing table we summarize from Exhibit 
25 the interest rates on certain types 
of securities, commercial paper, etc. 


Jan. 


Jan. 

1937 

1.25% 
7 


Ser ere 4.5 


5.0 


Data relating to yields on preferred 
stocks, as shown by Coffman’s exhibit, 
show that the trend has been down- 
ward from 1937 to 1941. In fact, all 
the statistical data with reference to 
the trend of the cost of money show 
that such cost was lower in 1941, re- 
gardless of the type of security, than 
it was for many previous years. 

In expressing his opinion that a 
minimum of 7 per cent should be al- 
lowed respondent under present-day 
conditions, Hopkinson apparently gave 
some consideration to the situation in 
which street railway companies gener- 
ally have found themselves during re- 
cent years. It is common knowledge, 
of course, that numerous street rail- 
way companies have undergone bank- 
ruptcy and reorganization in order 
that the capital demands would not 
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require too great a portion of reve- 
nues collected from ratepayers. This 
is the situation in which the Philadel- 
phia Rapid Transit Company found 
itself in 1934 when bankruptcy and 
reorganization proceedings were be- 
gun in Federal Court. In addition to 
this factor, Hopkinson appears to have 
given consideration to most of the oth- 
er factors generally relied upon by reg- 
ulatory Commissions and courts hav- 
ing jurisdiction, in making judgment 
determinations of reasonable rates of 
return, although the record does not 
indicate the extent to which each fac- 
tor was considered. 

We do not believe that any distress 
situation with respect to any particu- 
lar type of utility or any particular util- 
ity within a type should be given any 
weight in reaching a proper rate of re- 
turn. Particularizing as to the Phil- 


adelphia Rapid Transit Company the 


record shows that for a number of 
years extending into the 1920’s the 
company was highly prosperous and 
was able to meet all of its obligations, 
whether of an operating or a financial 
nature and at the same time render 
adequate service. This was true even 
to the extent that the company was 
much more than able to meet the rental 
payments to the underlying companies 
from which much of the property was 
leased. 

The reorganization, which resulted 
in the formation of Philadelphia 
Transportation Company followed a 
certain definite pattern; provision was 
made for the elimination of all of the 
underlying companies and consequent 
elimination of the requirement for 
huge rentals; the earnings of the Phil- 
adelphia Rapid Transit Company in 
the years immediately preceding the 
45 PUR(NS) 


reorganization were considered, par. 
ticularly in relation to the amount that 
would be available to meet capital 
charges on securities of the new cor. 
poration, namely, Philadelphia Trans. 
portation Company. Upon the cop. 
summation of the reorganization re. 
spondent took over the mass transpor- 
tation system in the city of Philadel. 
phia with the full expectation that the 
earnings to be derived would be suffi- 
cient to meet the requirements of the 
newly created capital structure. Upon 
this point the following is quoted from 
the testimony: [Testimony omitted.] 

At the time of reorganization, re- 
spondent, being relieved of burden- 
some charges previously required of 
the Philadelphia Rapid Transit Com- 
pany, still had many of the problems 
of the former Company in that it had 
to contend with competition from oth- 
er forms of transportation, particular- 
ly private automobiles. Despite this 
competition, however, the earnings im- 
proved and while in 1939 the interest 
on the consolidated mortgage bonds 
was not fully earned and therefore not 
paid, the earnings in 1940 and 1941 
permitted payment in full. This was 
largely due to the war defense effort 
which caused sharp increases in busi- 
ness production and activity in the 
Philadelphia area as well as elsewhere. 
With the entrance of the United States 
into a state of war and resultant cur- 
tailment in the production of automo- 
tive equipment and tire and gasoline 
rationing, street railway utilities en- 
tered into a new phase which resulted 
almost immediately in very substantial 
increases in passengers carried and 
operating revenues. We need only re- 
view the operating statement submitted 
for the record by respondent for the 
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frst six months of 1942 to show that 
such changes in conditions have been 
of tremendous benefit to respondent. 
The revenues in these six months were 
$4,211,187 in excess of the revenues 
for the first six months of 1941, a 
gain of 22.8 per cent. These increased 
revenues are partially offset by in- 
creased labor costs, increased material 
costs, and other items of operating ex- 
penses, but there is no indication at 
present that the increased expenses will 
be sufficient to offset increased reve- 
nues for some time to come. The in- 
creased business becomes more strik- 
ing as the operating results for the 
latest months of 1942 become avail- 
able, as is indicated by the Statement 
for the month of June, when the op- 
eating revenues were $1,066,888 in 
excess Of the revenues in the month 
of June, 1941, an increase of 33.3 per 
cent, and, in fact, were $19,922 in ex- 
cess of revenues in the month of May, 
1942. This latter comparison is illu- 
minating by virtue of the fact that, 
based on past experience, the month of 
June is the first of the so-called “slack 
months” due to seasonal recession in 
business. 

Based upon a consideration of pres- 
ent-day economic conditions, the na- 
ture of respondent’s business, local 
conditions, competition, interest rates, 
and all other matters that may have 
an influence upon respondent’s opera- 
tions, we conclude that a rate of 6 
per cent on the fair value of respond- 
ent's property is proper and reasona- 
ble. 


Ill. Revenues, 
Rentals, and Annual Depreciation 
Operating Expenses, Exclusive of 

Taxes and Depreciation 


[24] Respondent’s Exhibit 8B re- 


Expenses, Taxes, 


[19] 
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flects operating expenses by months, 
totaled by years, for the period from 
January 1, 1940, to June 30, 1942. 
During the progress of the hearings 
additional information was requested 
by the Commission’s staff and fur- 
nished by respondent so that we have 
for consideration the operating ex- 
perience of respondent during its en- 
tire period of existence in such detail 
as was required for intelligent analy- 
Sis. 

Before discussing specific operating 
expense items, we deem it appropriate 
to make note of the rapidly increasing 
trend of operating expenses due to the 
unusual circumstances existing during 
the 24-year period, particularly in 1941 
and to date in 1942. Under ordinary 
circumstances we would base our al- 
lowances largely upon experience over 
a period of years, particularly with 
respect to maintenance costs, but in 
view of the fact that the rapidly chang- 
ing conditions result in changes in op- 
erating costs from month to month 
and from year to year, thereby result- 
ing in new levels as time goes on, we 
will give controlling weight to the ac- 
tual experience in the twelve months 
ended June 30, 1942, and will consider 
the experience in previous periods only 
to the extent that it appears necessary 
in making proper allowances for the 
future. However, during the hear- 
ings it developed, and the record 
shows, that certain items charged to 
expense are nonrecurring in character, 
or are questionable as proper charges 
to operating expenses to be assumed by 
the ratepayer. These items will be 
separately considered in ensuing para- 
graphs. 

The record includes an exhibit, 
which is respondent’s budget for 1942. 
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This budget was submitted to the ex- 
ecutive committee of the board of di- 
rectors on March 5, 1942, and accord- 
ing to the testimony of respondent’s 
controller, A. A. MacDonald, was in 
process of preparation for some time. 
The operating results for only a few 
weeks of 1942 were available when the 
final work in the preparation of the 
budget was begun. In some cases, a 
budget has furnished a valuable guide 
in making determinations of reasona- 
ble operating expenses, considered in 
conjunction with prior experience, but 
in view of conditions existing in 1942 
as related to respondent, it was found 
that the budget estimates are greatly at 
variance, in some important respects, 
with the actual experience for the first 
six months of 1942. Accordingly, we 
will give little or no weight to the bud- 
get forecast for 1942 in making de- 
terminations of reasonable operating 
expenses. 

The total operating expenses, ex- 
clusive of taxes and annual deprecia- 
tion, as shown by the books and by the 
exhibits in this case, before adjustment 
for nonrecurring or questionable 
items, were as follows for the periods 
indicated : 

Year ended December, 31, 1940 .. $23,099,850 


Year ended December 31, 1941... 25,480,277 
12 months ended June 30, 1942... 28,277,955 


Contributions and Donations 


[25] In 1940 and 1941 respondent 
made contributions and donations for 
charitable purposes in the amounts of 
$23,781 and $26,262, respectively. 
MacDonald states that it is anticipated 
that such payments will be made in 
1942 to approximately the same extent 
as for the year 1941. Payments for 
contributions should be disallowed, as 
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to allow them as operating expenses 
would be equivalent to giving our 
approval to their payment as contribu. 
tions and donations by the ratepayers 
rather than by respondent itself. In 
our opinion these items of expense 
should be absorbed by the stockholders 
and not by the ratepayers. This view 
is supported by the opinion of the 
Pennsylvania superior court in the 
Solar Electric Company Case (1939) 
137 Pa Super Ct 325, 31 PUR(NS) 
275, 9 A(2d) 447. Accordingly, we 
will make no provision in allowable 
operating expenses for contributions 
and donations. 


Rate Case Expenses 


[26] Respondent submitted an ex- 
hibit showing that the total rate case 
expenses to May 31, 1942, amounted 
to $253,889. This includes the $118,- 
247 charged to operating expenses dur- 
ing 1941, plus an additional $135,642 
expended during the five months end- 
ed May 31, 1942, and charged on the 
books to Unadjusted Debits. 

The total of $253,889 expended to 
May 31, 1942, is made up as follows: 
[Table omitted. ] 

In view of the fact that the proposed 
rates are substantially greater than 
the just, fair, and reasonable rates re- 
spondent is entitled to charge, as will 
hereafter appear, we see “no reason 
why the public should be asked to bear 
the expenses of the litigation brought 
on by (respondent) filing a schedule 
of rates found to have been greatly 
excessive.” Scranton-Spring Brook 
Water Service Co. v. Public Service 
Commission (1935) 119 Pa Super Ct 
117, 144, 14 PUR(NS) 73, 90, 181 
Atl 77. Therefore, respondent's rate 
case expenses are not allowable. 
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Increase in Expenses Recorded in 1941 
Due to Change in Inventory Method 


[27] In 1941 respondent changed 
its method of charging materials and 
supplies used in operation to operat- 
ing expenses. Prior to 1941 it was 
customary to take out of materials and 
supplies inventory required materials 
ona “first in—first out” basis. That 
is to say, when materials and supplies 
were sO required, the price applicable 
to the oldest of the materials and sup- 
plies in stock was used as a basis for 
making the charge to operating ex- 
pense. In 1941 the method was 
changed to price the materials out on 
the “last in—first out” basis. This 
meant that 1941 operation were bur- 
dened with highest cost materials, 
while the lower cost materials were 
permitted to rest in the inventory ac- 
count and were prevented from hav- 
ing any effect upon the income state- 
ment. To the best of our knowledge, 
the method adopted by respondent in 
the year the rate case was begun, is 
not utilized by any other public utility. 
Due to the change of method operating 
expenses in 1941 were approximately 
$42,000 greater than would be the 
case if the previous method had been 
continued in use. It is our opinion 
that charges to operating expenses 
should not be influenced by such 
changes in accounting methods, and 
we will accordingly disallow the item 
as a proper operating expense. 


Note of PRT Coéperative Association 


[28] In 1941 respondent made a 
charge to Account 87, Relief Depart- 
ment Expense, in the amount of $193,- 
200. This charge is explained by Ex- 
hibit 11, as follows: 

“Amortization a/c Payment of Co- 
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Operative Association Note. Phila- 
delphia Transportation Company has 
petitioned the Public Utility Commis- 
sion for approval of the acquisition of 
22,000 shares of the preferred stock 
and 28,400 shares of the common 
stock of Transit Investment Corpora- 
tion as a result of paying off a demand 
note due by the PRT Cooperative As- 
sociation to Mid-City Bank & Trust 
Company (formerly Mitten Bank & 
Trust Company) in amount of $195,- 
000 pursuant to the employer-employ- 
ee contract made between the company 
and the PRT Employees Union for 
the year 1941.” 

In the wage negotiation between 
respondent and the employees’ union 
in 1941, respondent agreed to take 
over a note of $195,000 due the Mid- 
City Bank and Trust Company (for- 
merly Mitten Bank and Trust Com- 
pany) by the PRT Cooperative Asso- 
ciation. Since payment of the total 
amount of $195,000 involves the ac- 
quisition of capital stock of another 
corporation, respondent has come be- 
fore this Commission at A. 60071 for 
approval of the acquisition under the 
provisions of § 202(f) of the Public 
Utility Law. 

PRT Coéperative Association is a 
nonincorporated association of em- 
ployees of Philadelphia Transporta- 
tion Company and owes a balance of 
$195,000 on a bank loan which it ob- 
tained some years ago. This loan is 
secured by a pledge of 22,000 shares 
of preferred stock and 28,400 shares 
of common stock of Transit Invest- 
ment Corporation, which owns the 
Mitten building and the Mitten bank 
building, both in Philadelphia, and 
certain shares of Philadelphia Trans- 
portation Company stock. Transit In- 
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vestment Corporation is now in receiv- 
ership. The application has not yet 
been disposed of by the Commission. 

Payment of the loan is considered by 
respondent to be necessary for the re- 
lief of the financial condition of the 
Coéperative Association, so that the 
association may administer pensions 
and other employee benefits. It is 
averred by respondent in the applica- 
tion case that the lender, Mid-City 
Bank and Trust Company, can insti- 
tute collection proceedings, not only 
against the association, but also against 
the individual members thereof, and 
that payment of the loan by respond- 
ent will promote good will between it 
and the employees. 

Whether the charge against operat- 
ing expenses in 1941 in the amount of 
$193,200 (the remaining $1,800 hav- 
ing been charged to investment se- 
curities account) should be included 
in operating expenses to be paid by 
the ratepayer, is another matter. In 
the first place, the charge is of a non- 
recurring character and will not be re- 
peated in the future; secondly, the 
charge results from a chain of cir- 
cumstances that began many years ago 
and in no sense can be considered to 
be a normal operating charge; thirdly, 
the loan was incurred by the Codpera- 
tive Association prior to the existence 
of respondent and the assumption of 
the obligation by respondent should 
result in its absorption by a direct 
charge to the surplus account; and 
finally, even though the loan were to 
be liquidated by respondent as part 
consideration for the settlement of a 
wage dispute, the charge cannot in any 
sense be considered as a normal labor 
cost. For these reasons, we will make 
no allowance for this item in our de- 
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termination of proper operating ex- 
penses. 


Public Utility Commission—General 
Assessment 


The operating expenses for 1940 
include in account 89, Miscellaneous 
General Expenses, a charge of $90, 
568, by virtue of general assessments 
made by the Commission. This is 
made up of an estimate of $52,500 ap. 
plicable to the year 1940, the remain- 
ing $38,068 being applicable to the 
period prior to 1940. For 1941, re. 
spondent made a charge of $50,000 
and the accrual for 1942 thus far is on 
the basis of an annual charge of $50, 
000. Our allowance of operating ex- 
penses will be on the basis of $50, 
000 annually. 


Wage Increases 


Before concluding on the question 
of allowable operating expenses, it 
should be noted that two wage in- 
creases became effective during the 
year ended June 30, 1942, the first ap- 
proximating an increase in the rate per 
hour of 6 cents at an annual cost of 
$1,500,000, the second being an in- 
crease of 2 cents per hour at a total 
cost of $500,000 annually. It is evi- 
dent, therefore, that the operating ex- 
penses for the twelve months ended 
June 30, 1942, do not include therein 
the increase effective August 1, 1941, 
for the month of July, 1941, and that 
they include only half of the increase 
granted, effective January 1, 1942. 
Out of a total estimated increase in 
labor costs by virtue of these increases 
of $2,000,000 annually, approximate- 
ly $1,625,000 is included in the op- 
erating expenses for the twelve months 
ended June 20, 1942, and approxi- 
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mately $375,000 additional would be 
included if the wage increases had 


Total operating expenses exclusive of annual 
depreciation—unadjusted 


$23,099,850.07 


the amounts charged on the books in 
the following statement : 


Twelve Months 
Ended 
June 30, 1942 


$28,277,955.41 


Year Ended December 31 
1940 1941 


$25,480,277.15 





Deduct disallowed items: 
Contributions and donations—other than 
employees—Account 89 
Public Utility Commission general assess- 
ment for prior periods—Account 89 . 
Note of PRT Cooperative Association— 
Account 87 
Increase in recorded expenses due to change 
in inventory method—various accounts .. 
Rate case expenses : 
Account 63—Superintendence of Trans- 
portation 
80—Advertising 
86—Law 
89—Engineering 
Printing tariff notices ... 
94—Stationery and Printing ... 
Postage 
Amortization of rate case expenses 


23,780.67 
38,067.99 


26,262.45 26,000.00 


193,200.00 
42,000.00 


95,700.00 
42,000.00 


678.40 
10,053.45 
10,000.00 
70,183.44 

1,280.50 
25,351.35 
700.00 


678.40 
10,053.45 
10,000.00 





Total Deductions 


$61,848.66 $379,709.59 $371,947.14 





Total operating expenses, exclusive of annual 
depreciation—adj usted 

been in effect for the full twelve 
months’ period ended June 30, 1942. 
In making a determination of allowa- 
ble operating expenses we will include 
$375,000 to give effect to the present 
wage level. 


Operating Expenses—Conclusion 


In accordance with the foregoing 
and giving due consideration to ex- 
perience in 1940, 1941 and particular- 
ly in the twelve months ended June 30, 
1942, we find that reasonable operat- 
ing expenses for respondent chargea- 
ble to the ratepayer in each of these 
years and in the determination of rea- 
sonable future rates, are as follows: 
[Table omitted. ] 

The operating expenses allowed for 
1940 and 1941 and for the twelve 
months ended June 30, 1942, as shown 
by the above table, are reconciled with 
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$23,038,001.41 


$25,100,567.56  $27,906,008.27 


Taxes 


The charges for respondent’s tax 
liability for the years 1940 and 1941 
and the twelve months ended June 
30, 1942, are reflected by Exhibit 8-D. 
The total charges in 1940 amounted 
to $2,567,622.92, in 1941, they 
amounted to $3,030,282.76, and for 
the twelve months ended June 30, 
1942, they amounted to $4,128,- 
230.14. 

As an introduction to our discus- 
sion of particular tax items we wish 
to point out that in each of the three 
periods mentioned respondent has 
made accruals for taxes in excess of 
the actual tax liability and that other 
tax charges are of the type not con- 
sidered to be allowable in making de- 
terminations of reasonable rates. 
Each of the questioned items will be 
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separately discussed; however, we 
will submit at this point the follow- 
ing table, which shows a reconcilia- 
tion between the total amounts 
charged on the books for each period 
and the amounts allowed by us. 


Total tax charges on books 


Deduct disallowed items: 
Federal Income Tax 
State Income Tax 


Federal Normal Income Tax on bond interest 


Federal Old-Age Benefits Tax 
State Corporate Loans Tax 
State Capital Stock Tax 


Sinking Fund Payment to City of Philadelphia 
Real Estate taxes on property not used or 


useful 
Total deductions 


Taxes allowed 


loss of $3,077,666.75, nearly all of 
which was carried over into the 194j 
return and claimed as a deduction 
therein. This resulted in respondent 
reporting a loss in 1941 for Federal 
Income Tax purposes of $2,957. 


Twelve Month 
Ended 

June 30, 194 

$4,128,230.14 


Year Ended December 31 
1940 
$2,567,622.92 


1941 
$3,030,282.76 





$39,598.26 
8,889.67 
16,000.00 
260,000.00 
26,909.96 
240,000.00 
* 89,455.00 
$680,852.89 


$1,886,770.03 


$274,000.00 
42,000.00 
17,000.00 
260,000.00 
39,487.12 
240,000.00 
89,455.00 
$961,942.12 


$2,068,340.64 








* Based on amount shown for 1941 in Exhibit 1-B, Supplement. 
** Based on amount shown for twelve months ended May 31, 1942 in Exhibit 1-B, Supple 


ment. 


Each of the items disallowed, as 
shown above, will be treated sepa- 
rately in ensuing paragraphs. 

[29, 30] With respect to Federal 
and state income taxes, there are two 
reasons why no income tax charges 
should be allowed for 1940 and 1941, 
and one reason why no tax should be 
allowed and one reason why the book 
accrual should be reduced, for the 
twelve months ended June 30, 1942. 
In the first place, respondent has made 
accruals for these two kinds of taxes 
on its books, although income tax re- 
turns filed for 1940 and 1941 show 
that, rather than reporting income 
subject to tax, large losses were re- 
ported. Under the provisions of the 
Federal Tax Laws, losses may be car- 
ried over for a period of not more 
than two years in subsequent tax re- 
turns. In the Federal income tax re- 
turn for 1940 respondent reported a 
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647.08. According to MacDonald's 
testimony it is likely that the loss to 
be carried forward into the 1942 tax 
return will be sufficient to offset et- 
tirely the taxable net income other- 
wise determined, for the year. Ac 
cordingly, respondent would not he 
required to pay any income tax for 
1942. 

The second reason for eliminating 
income taxes for the period covered 
is that tax accruals were made on the 
books on the basis of the book net 
income and not upon the basis of in- 
come reported in the tax returns, 
There are numerous differences be- 
tween the books and the tax returns 
as to income and income deductions, 
the most important of which is the 
amount at which depreciation was 
charged on the books below the 
amount of depreciation deducted 
from income in the tax returns. The 
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depreciation difference in 1940 
amounted to approximately $961,000, 
in 1941 it amounted to approximately 
$400,000, and in 1942 it will amount 
to approximately $800,000. Appli- 
cation of the tax rates prevailing in 
1940 to the difference of $961,000 
would result in an amount which 
would be much more than sufficient 
to offset the income tax accruals made; 
application of the prevailing rate for 
1941 to the difference in depreciation 
for 1941 would almost offset the tax 
accrual made, and application of the 
rate of 47 per cent for Federal Income 
Tax and 7 per cent for State Income 
Tax, a composite of 48.9 per cent, 
which rates were used by respondent, 
to the difference in depreciation for 
the twelve months ended June 30, 
1942, would result in a reduction in 
the recorded income tax liability, in 
the amount of $391,200. 

MacDonald stated repeatedly that 
if respondent’s contention with re- 
spect to the 1940 taxes and the result- 
ant loss of $3,077,666.75 is sustained, 
by the Federal taxing authorities, 
there would be no taxes assessable for 
any of the periods herein considered. 
He also said, in answer to a question 
as to why charges were made for 
1940 when no taxes would be paid 
therefore, that : 

“When I said no such tax was paya- 
ble, I perhaps should have amplified 
that to say no such tax was payable 
on the basis of the returns which we 
have filed, but that return has not yet 
been settled; there have been a num- 
ber of controversies, but it is my per- 
sonal feeling that we will sustain 
them; if we don’t we may have to pay 
some taxes, not necessarily the amount 
that we accrued, it might be smaller, 
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I can’t say—I can’t conceive that it 
would be larger; but we have allowed 
the accrual to remain in there as repre- 
senting the conservative position of 
the company.” (Italics supplied.) 

Since the basis for assessment of 
state income taxes is the income tax 
returns filed for Federal income tax 
purposes, it is apparent that should no 
Federal income taxes be paid there will 
be no requirement to pay state income 
taxes. 

We are of the opinion that no al- 
lowance should be made for Federal or 
state income taxes for 1940, 1941, or 
the twelve months ended June 30, 
1942, in view of the tax situation just 
described. However, in view of the 
fact that the statutory period for car- 
rying forward losses for previous 
years ends for respondent in 1942, we 
will make an allowance for Federal 
and state income taxes, in determining 
reasonable future rates, at the tax 
rates used by respondent in 1942, ap- 
plied to taxable income based on reve- 
nues determined to be allowable in this 
order. 

We have also disallowed $260,000 
in each of the periods for State Cor- 
porate Loans taxes. This is in accord- 
ance with the opinion of the Pennsyl- 
vania superior court in the Bangor 
Water Case (1923) 82 Pa Super Ct 
48. 

The accruals for Federal Normal 
Tax on Bond Interest, which amount- 
ed to $16,000 in 1940, $17,000 in 
1941, and $17,000 for the twelve 
months ended June 30, 1942, are dis- 
allowed for the reason for which the 
State Corporate Loans Tax was dis- 
allowed. Both taxes are in the same 
category from a rate-making stand- 
point, being a function of interest 
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cost. Accordingly, Federal normal 
tax on bond interest is also an item 
that should be paid out of the allowed 
return. 

Respondent has accrued on _ its 
books and charged to its tax account 
$102,000 in each period for state- 
capital stock tax. Since the forma- 
tion of respondent on January 1, 
1940, no settlements have been made 
by the Pennsylvania Department of 
Revenue with respect to this tax. Ac- 
cording to the testimony of MacDon- 
ald, the revenue department has pre- 
liminarily assessed a tax of $68,000 
for the year 1940, whereas respondent 
has admitted and paid a tax amount- 
ing to approximately $17,000. The 
amount of tax finally assessable 
against respondent for any of the 
periods cannot be determined by us. 
However, in view of the results of 
negotiations thus far between respon- 
dent and the department of revenue, 
we believe that a fair and proper al- 
lowance for capital stock tax is 
$65,000 and we have accordingly de- 
ducted from the accrual in each of the 
years 1940 and 1941 and for the 
twelve months ended June 30, 1942, 
the difference between the book ac- 
cruals and the amount allowed. 

Under the provisions of an agree- 
ment entered into on July 1, 1907, be- 
tween the city of Philadelphia and the 
Philadelphia Rapid Transit Company, 
said agreement being amended on De- 
cember 20, 1932, and again on June 
12, 1939, respondent is required to 
make payments to the city of Phila- 
delphia, which in 1940, 1941, and the 
twelve months ended June 30, 1942, 
amounted to $240,000 annually. The 
purpose of these payments to the city, 
which began July 1, 1912, is to afford 
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the city funds with which to purchase 
the property of respondent. The 
agreement of 1907 and the two 
amendments referred to are of record 
in this case as City Exhibit No. 5. 
The agreement is interpreted by re. 
spondent’s controller, MacDonald, to 
mean that “the original purpose of 
that payment was that it should be 
put into a sinking fund and there re. 
tained until such fund reached, I think, 
$5,000,000; at which time the city 
could elect to take it over and use it 
for its general purposes, or it could 
elect to retain it as against the time it 
might wish to purchase the property 
of Philadelphia Rapid Transit Com- 
pany.” Paragraph 11, which refers to 
the right of the city to purchase all the 
property, leaseholds, and franchises 
of the company, is quoted as follows: 

“Eleventh. The city reserves the 
right to purchase all the property, 
leaseholds, and franchises of the com- 
pany and its wholly owned subsidi- 
aries upon any first day of July here- 
after, by serving six months’ notice on 
the company of its intention so to do 
and upon paying to the company upon 
the date named in said notice, an 
amount equal to the sum of the face 
amount, or call price if any, and ac- 
crued interest of all then outstanding 
bonds of, and all then outstanding 
prior lien bonds, _ mortgages and 
ground rents on the property of, com- 
pany and its wholly owned subsidi- 
aries, plus the par value of all then 
outstanding preferred stock of com 
pany, and an amount equal to $10 pet 
share for all then outstanding com- 
mon stock of company, and the 
amount of the then undistributed cor- 
porate surplus, if any, of company. 
The city’s aforesaid right to purchase 
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shall cover the entire transportation 
system and property, leaseholds and 
franchises of the company and its 
wholly owned subsidiaries, as a whole, 
at the time the city exercises said 
right to purchase and said option to 
purchase is in lieu of all existing op- 
tions which the city now has in any 
form, whether applicable to the whole 
system or parts thereof or interest 
therein: Provided, however, That the 
city reserves to itself whatever right 
to condemn it now has or shall here- 
after have under any present or future 
legislation giving the city the right to 
condemn. This contract shall con- 
tinue in force until such right is exer- 
cised, but whenever the right is exer- 
cised the city shall succeed to and be- 
come the owner of all the franchises, 
laseholds (including all leaseholds 
from the city to the company), rights, 
property, and privileges theretofore 


vested in the company and its wholly 
owned subsidiaries and the city may 
either operate the same or lease the 
tight to operate the same for such 
terms and upon such conditions as it 


may deem fit. The right of the city to 
purchase under this paragraph shall be 
assignable and may be put up at pub- 
lic auction to the highest bidder there- 
for. The company reserves its fran- 
chise to be a corporation with the 
power to operate passenger transpor- 
tation systems and may become a bid- 
der for such right.* 

In view of the circumstances sur- 
tounding these payments, we are of 
the opinion that the annual charge of 
$240,000 in each period should be dis- 
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allowed.** This was the action taken 
by the Public Service Commission in 
the case involving Philadelphia Rapid 
Transit Company at A. 11417-24, 
PUR1926B 385. To allow these 
items would require the ratepayers to 
compensate the company for a return 
on the value of the property, annual 
depreciation thereon, and a sum repre- 
sented by these payments to the city 
with which the city can purchase the 
property of the company according to 
the option allowed so to do in the 
1907 agreement, as amended. Ob- 
viously, these duplicate charges to the 
ratepayer are not proper. 

During the years 1940, 1941, and 
the twelve months ended June 30, 
1942, the existing tax rate for Fed- 
eral Old Age Benefits Tax was 1 per 
cent and accruals were made by 
charges to the tax account on this 
basis. However, in the first six 
months of 1942, an additional accrual 
of 2 per cent was made. According- 
ly, in the six months ended June 30, 
1942, the total accrual was equivalent 
to 3 per cent. There is no indication 
at this time that the tax rate will be 
higher than the 1 per cent currently 
in effect and we will disallow the 
charges amounting to $214,680.07, re- 
sulting from accruals for the extra 2 
per cent. 

[31] Charges to taxes included ac- 
cruals or payments to the city of Phila- 
delphia and miscellaneous boroughs 
and townships for real estate taxes. 
These charges were as follows for the 
periods indicated : 





“tAs amended by agreement of June 12, 
1939, which also provides as follows: ‘Wher- 
ever, in said contract of July 1, 1907, the 
city’s right of purchase of the property and 
interest of the company is referred to, it shall 
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hereafter mean the right of purchase as set 
forth in said paragraph eleventh as hereby 
amended.’ ” Es 

** For final ruling on this issue see post, p. 
309. 
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City of Philadelphia 
Miscellaneous boroughs and townships 


Totals 


Exhibit 1-B, Supplement, shows 
that the portion of these taxes applica- 
ble to property not used or useful 
amounted to $89,455.35 in 1941, and 
$86,054.27 for the twelve months 
ended May 31, 1942. Since property 
not used or useful is not included in 
the fair value upon which respondent 
is entitled to a return, it is evident 
that the taxes applicable thereto must 
be disallowed. 

On the basis of the foregoing, we 
find and determine that proper charges 
to ratepayers for taxes in 1940, 1941, 
the twelve months ended June 30, 
1942, and for the future in the deter- 
mination of reasonable rates, are as 
follows: 


Year Ended December 31 
1940 


State and Federal 
State income 
State capital stock 
State unemployment insurance 
State auto licenses 
State gasoline and fuel oil 
Federal income 
Federal capital stock 
Federal old age pensions 
Federal unemployment insurance .. 
Federal gasoline—Oil 
Federal excise tax on tires 
Federal automobile use tax 


$65,000 
441,092 

99,145 
168,002 


8,278 
163,282 
49,010 
58,119 
6,363 


n 
June 30, 194 
$211,917.21 


1940 1941 
$225,972.60 $210,261.21 
22,170.54 21,756.20 22,614.24 
$248,143.14 $232,017.41 $234,531.45 


Annual Depreciation 








Respondent made charges to the 
several depreciation accounts, in the 
periods indicated, as follows: [Tab 
omitted. ] 

For the equipment accounts, the 
charges were based largely on age-life 
straight-line calculations. With re. 
spect to the track account, however, 
the charges depended principally on 
the track renewals made. This was ae. 
complished by crediting the appropri. 
ate fixed capital accounts with the cost 
of track included therein, which was 
retired and renewed, the cost of the 
renewals being charged to fixed capi- 
tal. The concurrent charges for track 

Twelve Months 
nded 
June 30, 1942 Allowed 
$58,000 
65,000 
550,900 (a) 
143,000 
213,000 
767,000 
38,000 


204,000 (c) 
61,100 (b) 


1941 


$65,000 
487,996 
130,977 
191,178 


43,325 
180,488 
54,232 
79,582 
11,585 


$65,000 
540,785 
142,985 
213,008 


37,947 
200,320 
60,022 





Total State and Federal 


$1,058,291 





$1,244,363 $1,359,349 





City of Philadelphia 
Paving 
Bus licenses 
Parking lots 
Real estate taxes (d) 


$651,978 
17,813 


158,688 





$652,028 
21,875 
7,512 
142,562 


$652,042 
25,975 
7,982 
148,531 





Total City of Philadelphia .... 


$828,479 





$823,977 $834,530 $835,000 








Total Taxes 
(a) Includes 2.7% on $375,000—$10,125. 
(b) Includes .3% on $375,000—$1,125. 
(c) Includes 1% on $375,000—$3,750. 


$1,886,770 


$2,068,340 $2,193,879 $3,034,300 


(d) Includes payments to miscellaneous boroughs and townships. 
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credited to fixed capital were to Ac- 
count 25—Depreciation of Way and 
Structures. Thus, charges made in 
the books, in the aggregate, were based 
on two general methods of determina- 
tion. 

The Commission, through Taylor, 
submitted an estimate of annual de- 
preciation amounting to $3,096,384, 
based on the age-life straight-line 
method as applied to the original cost 
of the property. However, this esti- 
mate includes a provision relating to 
Account 404 Miscellaneous Physical 
Property—Buildings, which should be 
excluded, but does not provide for 
depreciation on spare parts added by 
us to Account 530-33—Passenger 
Cars, or for annual depreciation on 
equipment to be added in 1942. 

In our opinion, an allowance of 
$3,200,000 for annual depreciation 
would be reasonable. This is a judg- 
ment determination derived primarily 
from Taylor’s evidence. Taylor’s es- 
timate is based on cost, which is the 
basis also sponsored by Ehlers, for 
respondent, who said: 

“I would base my allowance for an- 
nual depreciation, regardless of how I 
got it, upon the asset side of the bal- 
ance sheet, and I think that would be 
book cost. I think the depreciation 
per se ought to be based upon cost of 
the property not upon reproduction, if 
that is the purpose of the question.” 


Conclusion 


On the basis of the findings made 
herein, it would appear that respon- 
dent is entitled to charge rates de- 
signed to yield operating revenues of 
$41,674,000, computed as follows: 


299 


6% Return on fair value of 
$77,000,000 
Operating expenses 


Annual depreciation 


Allowable operating revenues .. $41,674,000 


Respondent’s operating revenues 
amounted to $41,936,800 from the 
present rates in the twelve months 
ended June 30, 1942, within $262,800, 
or 6/10 of 1 per cent of the allowed 
revenues. Respondent’s forecast for 
1942 contemplates operating revenues 
of $43,341,900 from the present rates, 
or $1,667,900 in excess of the allowed 
revenues. However, experience for 
the first five months of 1942 shows 
that the forecast has been exceeded to 
the extent of $768,400, or 4.3 per 
cent. Furthermore, the revenues in 
the seven months ended July 31, 1942, 
exceeded the revenues in the first seven 
months of 1941 to the extent of $5,- 
357,100, or almost 25 per cent. 

When Rail and Bus Tariffs No. 3 
were filed, respondent estimated in- 
creased operating revenues from the 
suspended rates, amounting to ap- 
proximately $1,600,000 annually, 
based on operations in 1941. In view 
of the substantial traffic increase in 
1942, it is evident that the suspended 
rates would yield materially more than 
originally contemplated. 

Based upon the foregoing, we find 
and determine that the rates and 
charges contained in  respondent’s 
Tariff Rail Pa. P.U.C. No. 3 and Tar- 
iff Bus Pa. P.U.C. No. 3, as respec- 
tively supplemented, are unjust, un- 
reasonable, and would in the aggre- 
gate produce an unreasonable amount 
of operating revenues annually, and 
that the rates and charges as set forth 
in respondent’s Tariff Rail Pa. P.U.C. 
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No. 1, and Tariff Bus Pa. P.U.C. No. 
2 are just and reasonable rates to be 
charged for the services in question. 


Dissenting Opinion 

BuCHANAN, Commissioner, dis- 
senting: That the new Philadelphia 
Transportation Company would soon 
file a new tariff increasing rates 
throughout its system was completely 
evident the day the Pennsylvania Pub- 
lic Utility Commission placed a valua- 
tion of approximately $85,000,000 
upon the old Philadelphia Rapid 
Transit property in the reorganization 
proceeding in 1938. 

Such a valuation on a property 
greatly obsolescent was a direct invi- 
tation to increase rates in order to 
show a fair return on the mythical 
“fair value.” And three years later 
the obvious result of the 1938 blunder 
took place. 

But the company did not foresee 
that the demands of a globe wide, total 
war would completely transform the 
motor car industry to the war effort; 
that war could and would be brought 
to our eastern and western shores; 
that nothing was safe from an enemy 
military machine of high efficiency and 
daring and that all of these things and 
more would react to the advantage of 
mass transportation systems in the 
step-up of our industrial offensive ef- 
fort. 

Indeed the increase in war traffic on 
mass transportation systems was mak- 
ing itself evident at the time the new 
rates of P.T.C. were filed with the 
Commission in July, 1941. Net in- 
come after depreciation and taxes in- 
creased approximately half a million 
dollars in 1941 over 1940. Then over 
night Pearl Harbor made all transpor- 
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tation systems inadequate. Conse. 
quently, the rate increase forecast by 
and predicated upon the fictitious val. 
uation of 1938 quickly lost all merit 
as a result of daily mounting revenues, 

Despite the fact that the revenues 
had actually become excessive even 
upon the 1938 valuation, the company 
would not withdraw the new tariff 
without some stipulation by the Com. 
mission that the record would remain 
open. This the Commission refused 
to do although humbling itself in its 
efforts to have the company voluntari- 
ly withdraw the new tariff. This con- 
troversy seemed trivial on both sides 
inasmuch as the record, having been 
made, could always be incorporated, in 
a new action simply by motion. 

While the majority finding of value 
in the instant case is an improvement 
over the 1938 order to the extent of 
some $8,000,000, in approaching an 
actual valuation of the used and use- 
ful property, it is my opinion that such 
reduction is not sufficient to escape the 
same inevitable result of a future ap- 
plication for a rate increase when the 
war influence upon revenues has sub- 
sided. 

My principal difference with the 
majority in this order is in the meth- 
od of determining the value of the 
property of the Philadelphia Trans- 
portation Company upon which it is 
entitled to earn a return. 

In the 1938 reorganization the orig- 
inal cost of the property used and use- 
ful in the public service was detet- 
mined to be $103,000,000 and that 
said property had depreciated approx- 
imately $48,000,000 leaving net value 
of the property of $55,000,000. 

In the order of October 3, 1938, 26 
PUR(NS) 65, the entire Commission 


300 





P 


becam 
culatir 
adopte 
metho 
substi 
labelir 
figure 
Such 
methc 
state 
Elects 
sion | 
PUR 
ural | 
Fedet 


terial 
for 
maki 
rate 
od. 
than 
appr 
the 


PENNSYLVANIA PUB. UTIL. COM. v. PHILA. TRANSP. CO. 


became confused in the matter of cal- 
culating depreciation and apparently 
adopted a 4 per cent sinking-fund 
method of calculating depreciation in 
substitution of a straight-line figure, 
labeling the result as a “judgment” 
figure and deducting it from cost. 
Such use of a 4 per cent sinking-fund 
method has been condemned by both 
state and Federal courts. See Solar 
Electric Co. v. Public Utility Commis- 
sion (1939) 137 Pa Super Ct 325, 31 
PUR(NS) 275, 9 A(2d) 447; Nat- 
ural Gas Pipeline Co. of America v. 
Federal Power Commission (1942) 
315 US 575, 86 L ed —, 42 PUR 
(NS) 129, 62 S Ct 736. 

The net 1938 figure of $55,000,000 
brought forward by adding the cost of 
additions and betterments and deduct- 
ing charges to depreciation, gives a net 
figure of $57,000,000 as of Decem- 
ber 31, 1941, to which should be added 
$2,500,000 for working capital, ma- 
terials and supplies, and $3,325,000 
for equipment purchased in 1942, 
making a total of $63,000,000 as the 
rate base under the original cost meth- 
od. Such rate base is $14,000,000 less 
than that used by the majority and 
approximately $3,0000,000 less than 
the lowest rate base which the ma- 
jority considered. 

It is my opinion that even despite 
the sanction of the Commission staff, 
not sufficient consideration has been 
given to the element of obsolescence 
and the decadence of the art of street 
railway transportation and that even 
the basis of original cost as determined 
is too high under all of the circum- 
stances. In support of this position, 
I recite the two following facts: 

Respondent’s Exhibit 1-A sets forth 
the income of the Philadelphia Trans- 
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portation Company available for re- 
turn to the company after depreciation 
and taxes for the years ended Decem- 
ber 31, 1940, and December 31, 1941. 

Granting that 1941 reflected to some 
extent the influence of the war effort, 
the net income of $3,920,000 for that 
year capitalized at 6 per cent, would 
just equal $65,000,000, while the net 
income of $3,520,000 in 1940 similar- 
ly capitalized would show a justifiable 
capitalization of $58,500,000. 

In my opinion 1940 was a normal 
operating year for street railways. 
And following the present struggle I 
have no doubt that revenues will re- 
turn to the 1940 level. On that level a 
rate base and a capitalization of be- 
tween $55,000,000 and $60,000,000 
are justified. 

My second reason is that market 
values of respondent’s securities do 
not reflect either rate base or capital- 
ization in excess of $55,000,000. In 
Respondent’s Exhibit No. 25 is set 
forth bond asking prices as of Decem- 
ber 31, 1941. A mathematical com- 
putation of all market values therein 
set forth gives a result of $49,000,000 
as a market value of respondent’s 
bonds. Likewise, upon cross-examina- 
tion of respondent’s witness Coffman, 
it was developed that the market value 
of the stocks of respondent outstand- 
ing totaled approximately $4,000,000 
or a total of $53,000,000 as the market 
value of respondent’s securities as of 
December 31, 1941. 

Ordinarily market value of securi- 
ties would have little weight in fixing 
the value upon a piece of property, al- 
though since the creation of the Se- 
curities and Exchange Commission, 
and the advent of “truth in securities” 
policy this condition is rapidly chang- 
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ing. The securities of the Philadel- 
phia Transportation Company, how- 
ever, are somewhat removed from the 
ordinary rule. The company was re- 
organized in 1938. Facts and figures 
were available to the public and al- 
though securities to the face value of 
$85,000,000 were issued, within three 
years they had found a level of ap- 
proximately $53,000,000 which not 
only reflects the bad judgment dis- 
played in the reorganization proceed- 
ings but gives a pretty good indication 
of what the public thinks the real val- 
ues of the securities are. 

Inasmuch as respondent’s securities 
did not exceed $53,000,000 as of De- 
cember 31, 1941, and the original cost 
of respondent’s property has been de- 
termined to be $63,000,000, and since 
normal earnings of the company when 
capitalized indicates a value of $58,- 
000,000, clearly there is a difference 
from $14,000,000 to $24,000,000 be- 
tween the public’s judgment of the 
value of the respondent’s property and 
that as determined by the Commission 
majority at $77,000,000. This can 
readily be explained as a failure to give 
full credit to the decadence or obsoles- 
cence of the street railway industry 
in calculating the proper depreciation 
requirement. 

On the basis of the record and with 
predominant weight being given to the 
three items above mentioned, namely : 

1. Original cost less straight-line 
depreciation with full recognition of 
a dying art. 

2. Capitalization of revenues for 
the years 1940 and 1941. 

3. Market value of securities. 

I am firmly of the opinion that the 
rate base in the present matter should 
not exceed $55,000,000. 


In finding such a rate base it must 
be applied against present revenues 
and inasmuch as the revenues for the 
year 1942 up to date indicate net in. 
come on December 31, 1942, will ex- 
ceed a 6 per cent return on the rate 
base of $77,000,000 found by the ma- 
jority, such revenues would be grossly 
excessive upon a rate base indicated by 
me. For that reason, I am constrained 
to dissent from the majority opinion 
as to the fairness of the present tariffs 
and believe that some adjustment 
should be made therein taking into con- 
sideration, however, the fact that the 
1942 revenues are greatly inflated by 
the effects of the war. 

Finally the history of the Philadel- 
phia Rapid Transit Company reorgan- 
ization proceeding should be studied 
with great care at the other end of the 
state. Pittsburgh Railways Company 
presently is undergoing a proceeding 
similar to that experienced by Philadel- 
phia Rapid Transit Company in 1938, 
If realities are not faced with fortitude 
and with a determination to really 
“clean house,” it is to be anticipated 
that this Commission will be entertain- 
ing applications for rate increases 
from Pittsburgh Railways Company 
following its reorganization even as 
we have experienced them in the Phil- 
adelphia Transportation Company. 

The evil to be guarded against if the 
companies are to exist is not to try to 
earn a normal return on an inflated 
capitalization. With some diffidence 
I call attention to my dissent dated No- 
vember 22, 1938, in Re Philadelphia 
Rapid Transit Co. 19 Pa PUC 340, 
343, 26 PUR(NS) 154. 


BEAMISH, Commissioner, concur- 
ring: I agree with the conclusion of 
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the order that cancels the proposed in- 
creases of the rates and charges ap- 
plied for by the Philadelphia Trans- 
portation Company, and directs the 
establishment of the present rates and 
charges. 

I dissent emphatically from that 
part of the report that indicates a rate 
base of $77,000,000 for the following 
reasons : 

1. This was not a true rate case, but 
a legalistic subterfuge devised for the 
purpose of validating fraudulently is- 
sued securities for which no cash has 
ever been paid. One has only to 
read the report of Honorable Charles 
McChord which is a part of this 
record to realize that a flood of water 
was poured into the capital structure 
and that political pirates muscled into 
the Philadelphia Transit ring with an- 
other issue of stock for which no cash 
was paid. 


Various moves, including a reor- 
ganization, have failed to purge the 
capital structure of these fraudulent 


stocks. The proportion of stock for 
which cash was paid to the stock is- 
sued as wind, water, and graft re- 
mains in the capital structure today. A 
study of McChord’s report in my judg- 
ment indicates that about forty per 
cent of the stock of the P. T. C. repre- 
sents this wind, water, and graft. If 
$77,000,000 is the total valuation, 
then, in my judgment, the true rock 
bottom cash rate base should be some- 
where between $40,000,000 and $50,- 
000,000. 

2. The car riders of Philadelphia 
are paying the present fares upon 
grossly inadequate equipment and 
grossly inadequate service. Car seats 
have been ripped from subway cars so 
that paying passengers may be jammed 


303 


together in great discomfort and sur- 
face equipment is likewise overbur- 
dened. One cannot fairly consider as 
a rate base a figure which calculates 
fares upon such conditions. 

3. Philadelphia Transportation 
Company filed its proposed increase 
upon false allegations. It alleged that 
it needed increased revenue to meet a 
proposed increase in wages and to es- 
tablish credit for additional equipment. 
The increase in wages was made with- 
out any increase in fares and the com- 
pany received credit for all the equip- 
ment it required without any increase 
in rates. Not only were wages in- 
creased, but the executive officers of 
the company voted increases in salary 
to themselves. This, in my judgment, 
was an immoral action which was 
against the interests of the cash in- 
vestors as well as against the interests 
of the car riders. In my judgment, 
the executive officers should be trustees 
only for cash investors. They seem to 
be taking good care of themselves as 
well as of the shares of the pirates who 
freely watered the capital structure. 

4. Previous rate cases for in- 
creased fares were granted by the Pub- 
lic Service Commission without the es- 
tablishment of a rate base and these 
findings were approved by the supreme 
court of Pennsylvania. The Public 
Service Commission alleged that, since 
the value of the property exceeded 
$200,000,000, and the earnings were 
so disproportionately small, it was not 
necessary to fix a rate base. Now the 
reverse of the picture is before us. The 
earnings are so huge and the value of 
the cash shares paid for the property 
is so disproportionately small that 
there is no present necessity to fix a 
definite rate base. 
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Rates under the decision of the Su- 
preme Court of the United States 
should be fixed upon the cash invest- 
ments of the public utilities. In this 
case, instead of a rate base that should 
be solid as a rock, we are attempting to 
make a rate base of a huge mud pie. 
That is not common sense ; neither is it 
good regulatory practice. 

We find in the McChord report a 
quotation from a decision by the su- 
preme court of Pennsylvania that de- 
clares that the Public Service Commis- 
sion had no right or authority to in- 
vestigate the capital structure of the 
Philadelphia Rapid Transit Company. 
I quote from that report: 

“The rights of the underlying com- 
panies to receive the full rental con- 
tracted for has been definitely deter- 
mined by the supreme court of Penn- 
sylvania on appeal from an attempt 
by your Commission to bring those 
rentals within your regulatory juris- 
diction. In denying the power of the 
Commission or the courts to inter- 
fere with these ‘fixed charges for fran- 
chises and assets long since acquired,’ 
the court said: ‘Moreover, if the stat- 
ute gives to the Commission the power 
to reduce these rentals, it may also in- 
crease them, a conclusion which would 
be a great surprise to everybody, and 
against which, if decreed, these inter- 
veners would be among the first to 
complain. As the matter now is, the 
law gives neither righi, and hence, the 
Commission should at once have halt- 
ed this attempt to induce it to exceed 
its powers.” (Philadelphia City 
Passenger R. Co. v. Public Service 
Commission, 271 Pa 39, PUR1921E 
581, 594, 114 Atl 642.) 


To me, this is juridical double talk. 
It is not good law ; it is not good sense. 


To coin a word, I would say that is is 
juridiculous. 


Decision on Exceptions 


By the Commission: By order nisi 
dated September 9, 1942 (printed 
herewith, ante, p. 257) we terminat- 
ed the above proceeding upon findings 
that the present rail and bus rates of 
respondent are reasonable and that the 
rates proposed by respondent in Tariff 
Rail Pa. P.U.C. No. 3 and Tariff Bus 
Pa. P.U.C. No. 3, were unreasonable 
and would yield excessive revenues an- 
nually. The order nisi was served on 
September 12, 1942, and fifteen days 
therefrom were allowed for respond- 
ent to file exceptions thereto if it so 
desired. 

Concurrently with the issuance of 
the order nisi in the Commission’s case 
(C. 13608) we issued an order nisi in 
the complaint of the city of Philadel- 
phia (C. 13595) against the proposed 
rates, in which were adopted the find- 
ings in the Commission’s Case. Fif- 
teen days were allowed for the filing of 
exceptions thereto. 

In both cases, the final day for filing 
exceptions was September 28, 1942, 
on which date exceptions were filed 
by respondent. None was filed by the 
city. Oral argument on the exceptions 
was held on October 1, 1942. 

There are sixty-nine exceptions to 
the order of the Commission, six ex- 
ceptions to the dissenting opinion of 
Commissioner Buchanan, one excep- 
tion to the concurring opinion of Com- 
missioner Beamish and one exception 
(No. 77) which presents exceptions 
one to seventy-six, inclusive, as excep- 
tions not only to the order nisi at C. 
13608, but also as exceptions to said 
order as the order nisi in the city’s 
complaint at Docket C. 13595. The 
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instant order will dispose of the excep- 
tions in the light of the printed briefs 
and oral argument ; however, the find- 
ings made herein will be adopted as the 
fndings in the city’s complaint at 
Docket C13595. 

The sixty-nine exceptions to the or- 
der nisi have been assigned to three 
main categories in respondent’s brief, 
namely rate base, fair return, and op- 
erating expenses and taxes. This clas- 
sification adheres to the form of the 
order nisi, and our disposition of the 
exceptions in the instant order will be 
in conformance therewith. 

Many of the exceptions are general 
in character and their validity depends 
on the validity of the exceptions to the 
specific findings. The general excep- 
tions allege that the entire order nisi 
is arbitrary, unlawful, in contraven- 
tion of the Fourteenth Amendment to 
the Constitution of the United States 
and of the First and Tenth Sections of 
the First Article of the Constitution of 
Pennsylvania ; failed to make findings 
in accordance with respondent’s re- 
quests for specific findings of fact; is 
against the evidence; is against the 
weight of the evidence; ignores sub- 
stantial and uncontradicted evidence ; 
is against the law; is in conflict with 
decisions of the Public Service Com- 
mission, affirmed by the superior court, 
in previous rate matters involving 
Philadelphia Rapid Transit Company ; 
and is generally invalid. 


I. Rate Base 
(Exceptions Nos. 1, 2, 3, 4, 5, 8, 9, 
10, 11, 12, 13, 14, 15, 16, 17, 18, 
19, 20, 21, 23, 24, 25, 26, 27, 28, 
2, 30; Si, 32, 33, 34, 35, 36, 3, 
38, 39, 40, 41, 42, 43, 44, 45, 46, 
47, 48, 49, 50, 51, 52, 66, 67, 68, 


69, 70, 71, 72, 73, 74, 75, 76, 77.) 
[20] 
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[82] The order nisi found the fair 
value of respondent’s property, used 
and useful in the public service, to be 
$77,000,000, including working cap- 
ital, cost of financing, and the estimat- 
ed cost of new equipment to be pur- 
chased in 1942. Respondent claimed 
an allowance of $110,000,000. Ex- 
ception is taken (No. 15) to our allow- 
ance because the order nisi finds “as 
the fair value of respondent’s used and 
useful property for rate-making pur- 
poses an amount lower than and in- 
consistent with the value found by the 
Commission in the reorganization pro- 
ceedings for the same property to sup- 
port the securities issued and assumed 
by respondent.” By this and related 
exceptions, respondent raises the 
question as to whether the Commis- 
sion, in this rate proceeding, is obligat- 
ed to fix a rate base equivalent to or 
more than the total of the capital se- 


curities issued by respondent with 
Commission approval, following reor- 
ganization of respondent’s predeces- 
sor, Philadelphia Rapid Transit Com- 


pany. The reorganization was ap- 
proved by the Commission on No- 
vember 22, 1938, 26 PUR(NS) 154 
and registration of the securities was 
approved on December 4, 1939. 
Respondent emphasizes the fact 
that Commission approval was given 
to the reorganization plan and securi- 
ties issued and assumed consequent 
thereto, contending that a rate base 
finding should be at least equal to the 
total of such securities and that consid- 
eration of other factors, such as repro- 
duction cost, original cost, accrued de- 
preciation, etc., would indicate a rate 
base in excess of the securities. Re- 
spondent attempts to support this con- 
tention by citing our declaration in the 
4S PUR(NS) 
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order nisi in the Peoples Natural Gas 
Case, issued March 4, 1942, 43 PUR 
(NS) 82, 109, that “invested capital 
may serve as an important index of 
the minimum fair value.” However, 
respondent evidently realizes that the 
invested capital in the Peoples Case 
and the securities outstanding in this 
case are not similar in nature. In its 
brief in support of the exceptions re- 
spondent refers to the total of the se- 
curities as “adjudicated investment val- 
ue” and argues that this would be the 
minimum fair value for it. 

There are important distinguishing 
characteristics between the invested 
capital referred to in the Peoples Case 
and the so-called “adjudicated invest- 
ment value” in this case. In the for- 
mer case an exhibit was submitted in 
evidence showing the amount of in- 
vestment made in Peoples’ securities 
at time of issue, from inception of the 
company to December 31, 1938, a pe- 
riod of fifty-five years. These securi- 
ties consisted of common stock for the 
entire period and preferred stock for 
part of the period. At December 31, 
1938, common stock only was out- 
standing. To the common stock at 
that date was added the surplus ac- 
count, the result being invested capital 
in the amount, shown in the exhibit. 
In the Commission’s determination of 
the case in the order nisi, adjustments 
were made to add advances made by 
the owners and to make certain deduc- 
tions, the net result being the invested 
capital as considered in the finding of 
fair value. The Commission said: 

“We believe that $12,744,126 is the 
more equitable figure to use, for it 
recognizes the existence of all the dol- 
lars belonging to the owners which re- 
main in respondent, without regard to 
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whether they represent permanent or 
temporary investments.” (43 PUR 
(NS) at p. 100). 

It was this minimum figure of $12. 
744,126 which was considered by the 
Commission as “an important index of 
the minimum fair value.” There is no 
basis in the record in the instant case 
for making a comparable determina- 
tion. 

On October 3, 1938, 26 PUR(NS) 
65, the Commission issued an order 
disapproving the plan of reorganiza- 
tion then under review. On Novem- 
ber 17, 1938, a petition for reconsider 
ation was filed and on November 22, 
1938, supra, an order was_ issued 
granting approval. In the petition for 
reconsideration, Philadelphia Rapid 
Transit Company, applicant, suggest- 
ed certain adjustments in the accounts, 
to the end that a total capitalization of 
$85,000,000 would result, instead of 
the capitalization of $99,000,000 
which was disapproved in the order of 
October 3, 1938. Without passing 
specifically upon each adjustment sug- 
gested, approval was granted in the 
order of November 22, 1938. It 
should be noted, however, that in the 
order of October 3, 1938, the Com- 
mission made a determination of the 
value of respondent’s physical assets 
depreciated in the amount of $73,442,- 
769, excluding property not used or 
useful and the Willow Grove Park 
property. If we add thereto our al- 
lowance in this case for working cap- 
ital and materials and supplies in the 
aggregate amount of $2,500,000, a 
total of $75,942,769 is derived. The 
order of November 22, 1938, did not 
alter the value found in the preceding 
order, nor was any indication given 
that it should be altered. 
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Respondent’s contention that a 
proper rate base should not be below 
the total capital structure is not sup- 
ported by the Public Utility Law at 
s§ 603 and 918. The former, which 
deals with the registration and rejec- 
tion of securities certificates, provides, 
inter alia : 

“No registration, however, shall be 
construed to imply any guaranty or 
obligation on the part of the common- 
wealth of Pennsylvania as to such se- 
curities, nor shall it be taken as re- 
quiring the Commission, in any pro- 
ceeding brought before it for any pur- 
pose, to fix a valuation which shall be 
equal to the total of such securities and 
any other outstanding securities of 
such public utility, or to approve or 
prescribe a rate which shall be suff- 
cient to yield a return on such securi- 
ties or the total securities of such pub- 
lic utility.” 

In § 918, which applies to the ef- 
fect of certificates, licenses, and per- 
mits, the following language is includ- 
ed: 

“The registration of any securities 
certificates shall not be deemed to re- 
quire the Commission in subsequently 
determining the rates to be charged 
for the service of any public utility, to 
provide a rate which shall be sufficient 
to yield a return on such securities.” 

Upon consummation of the reor- 
ganization and issuance of respond- 
ent’s securities, the security holders 
were emphatically put on notice with 
respect to these provisions of the Pub- 
lic Utility Law. In the order of No- 
vember 22, 1938, 26 PUR(NS) at 
p. 155, relating to the reorganization, 
the Commission said: 

“The present application is before 
us merely for the approval required 
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under § 77B of the Federal Bankrupt- 
cy Act. This report and order should 
not be construed as requiring the Com- 
mission in any proceeding brought be- 
fore it under the Public Utility Law 
of the Commonwealth of Pennsylvania 
for any purpose to fix a valuation 
which shall be equal to the total of the 
securities proposed under the appli- 
cant’s plan, or to approve or prescribe 
a rate which shall be sufficient to yield 
a return on said securities.” 

In the order dated December 4, 
1939, approving the issuance of secu- 
rities, the Commission stated: 

“Registration of said securities cer- 
tificates and approval of said applica- 
tions are not to be construed as requir- 
ing the Commission, in any proceed- 
ings brought before the Commission 
under the Public Utility Law of the 
commonwealth of Pennsylvania for 
any purpose, to fix a valuation which 
shall be equal to the total of the securi- 
ties proposed to be issued, or to ap- 
prove or prescribe rates which shall be 
sufficient to yield a return on said se- 
curities.” 

Our finding of a rate base of $77,- 
000,000 was a judgment determina- 
tion based upon all the facts of rec- 
ord. We considered : reproduction cost 
less depreciation and gave it weight, 
although, under the Natural Gas 
Pipeline Case (1942) 315 US 575, 
86 L ed —, 42 PUR(NS) 129, 62 
S Ct 736, we were under no obligation 
to do so; original cost depreciated ; 
book cost less depreciation reserve; 
par or stated value of securities out- 
standing, and market value of securi- 
ties outstanding. Respondent claims, 
in effect, that our consideration of all 
elements, other than par or stated val- 
ue of securities, should be limited to a 
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determination of the extent to which 
the fair value finding should exceed 
the securities outstanding. It seeks, 
therefore, to make the securities the 
controlling element. 

As stated in the order nisi, we made 
an independent determination of fair 
value for the purpose of permitting the 
prescription of reasonable rates. Se- 
curities were considered with the oth- 
er elements but were not given pre- 
dominant weight, either as to their 
par or stated value or as to their 
market value. This conforms to the 
law, which requires consideration of 
all elements, although the decision of 
the Supreme Court of the United 
States in the Natural Gas Pipeline 
Case, supra, would not seem to require 
consideration of reproduction cost, the 
highest element of value in this case. 

Throughout the trial of the instant 
case, in the briefs and in oral argu- 
ment, respondent has contended that 
the approval with respect to the reor- 
ganization binds the Commission to 
the establishment of a rate base in an 
amount not less than the total of the 
securities issued plus capital surplus. 
However, respondent has been careful 
to avoid any implication that it con- 
siders itself bound in any subsequent 
litigation by any finding in the reor- 
ganization case. In Par. 6 of the pe- 
tition for reconsideration the follow- 
ing statement is made in this connec- 
tion: ; 

“6. The foregoing suggestions as 
to the recognition of additional assets 
values are here submitted to the Com- 
mission as suggestions only and in a 
desire to make plain to the Commis- 
sion how readily the November amend- 
ed plan can be approved by findings 
well within the conservative and estab- 


lished business and legal principles af. 
fecting assets values. Neither thes 
suggestions nor anything else con. 
tained in the petition nor the petition 
itself is to be taken as waiving or 
prejudicing in any way the petitioner's 
rights to press upon appeal or other. 
wise in any litigation tts full claims 
which may properly be raised in an 
appeal in this proceeding or in any 
other litigation with like force and ef. 
fect as if this petition had not been 
presented, and all such rights are re. 
served.” (Italics supplied.) 

Accordingly, respondent would bind 
the Commission but would not bind 
itself. 

Exceptions were taken by respond- 
ent to various individual items of cost 
and value, of which paving and work- 
ing cash capital are important items, 
Exception was also taken to our ac- 
crued depreciation findings. The or- 
der nisi developed the bases of all of 
the findings made and we discern no 
indication in the briefs or argument of 
respondent that such findings were er- 
roneous. 

In view of the foregoing we will 
dismiss all exceptions relating to Fair 
Value, or Rate Base as it is termed by 
respondent. 


II. Rate of Return 


(Exceptions Nos. 1, 6, 7, 8, 9, 10, 11, 
12, 13, 14,22; 23,32; 3, SS 
56, 57, 66, 67, 68, 70, 72, 76, 77.) 


Respondent takes exception to our 
allowance of 6 per cent for rate of 
return, claiming that a minimum of 7 
per cent should be allowed. 

Our reasons for the adoption of an 
allowance of 6 per cent are given in de- 
tail in the order nisi at pages 35 to 46, 
inclusive. We can see no basis for 
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changing the allowance made and will 
accordingly dismiss all exceptions re- 
lating to Rate of Return, or Fair Re- 
turn, as it is termed by respondent. 


III. Operating Expenses and Taxes 


(Exceptions Nos. 1, 7, 8,9, 10, 11, 12, 
13, 58, 59, 60, 61, 62, 63, 64, 65, 66, 
67, 68, 70, 76, 77.) 


[33] Respondent excepts to the dis- 
allowance of contributions and dona- 
tions, rate case expenses, increase in 
expenses recorded in 1941 due to 
change in inventory method and the 
so-called sinking-fund or continuing 
franchise payments to the city of Phil- 
adelphia. The order nisi explains the 
bases on which the first three of these 
items were disallowed and we see no 
reason to change our findings with re- 
spect thereto. Therefore, we will dis- 
miss the applicable exceptions. How- 


ever, we will sustain the exception 
(No. 64) relating to the payments to 


the city of Philadelphia, which 
amounted to $240,000 in the twelve 
months ended June 30, 1942, and 
which will amount to $300,000 an- 
nually, beginning July 1, 1942.* Due 
to sustaining this exception we will re- 
vise our computations of allowable op- 
erating revenues correspondingly. 

In the order nisi, an allowance of 
$375,000 was made in order that wage 
increases made, effective August 1, 
1941 and January 1, 1942, would be 
included in operating expenses for a 
full year. Respondent excepts (No. 
61) to this portion of the order nisi 
“for the reason that the Commission 
fails to make mention or give consid- 
eration or weight to the pending de- 
mand upon respondent for a general 





* For discussion of this question in original 
order see ante, p. 297. 
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wage increase of 10 cents per hour or 
$2,500,000 per year which is now 
pending before the National War 
Labor Board, evidence of which was 
excluded from the record by the Com- 
mission in its denial of respondent’s 
application to open the record filed 
August 12, 1942, to which action of 
the Commission, respondent on Sep— 
tember 3, 1942, filed its exception, to 
which exception reference is hereby 
made and which exception is hereby 
renewed.” 

In an order dated August 25, 1942, 
we denied respondent’s application to 
reopen the record, stating: 

“We are fully cognizant of the fact 
that wages constitute a large item of 
the operating expenses of respondent 
and that any change in its wage rate 
level, or the cost of any other item of 
operating expense, would affect the 
total operating expenses. We are 
cognizant also of the fact that the cost 
of all items of operating expenses 
changes from time to time. Whether 
or not any change is substantial 
enough to warrant the opening of a 
record, so as to permit the production 
of evidence relative to such change, 
can only be determined after the 
change has actually become effective. 
Whether the findings of the National 
War Labor Board will effect any 
change in the wage rate level of re- 
spondent is, at this time, purely specu- 
lative and uncertain.” 

We are of the opinion that no ad- 
ditional allowance should be made at 
this time and we will, therefore, dis- 
miss the applicable exception. 

We are of the opinion that Excep- 
tions Nos. 70 to 76, inclusive, relating 
to the dissenting opinion of Commis- 
sioner Buchanan, and the concurring 
45 PUR(NS) 
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opinion of Commissioner Beamish, 
are irrelevant, immaterial and should 
not be considered; accordingly, they 
will be dismissed. 


Conclusion 
Further analysis of the record and 
consideration of respondent’s excep- 
tions develops that respondent is en- 
titled to collect annually from the rate- 
payers the sum of $41,974,000 annual- 
ly, computed as follows: 
6% Return on fair value of 


$77,000,000 


Operating expenses 28,281,100 


2,538,600 
3,334,300 
3,200,000 
.- $41,974,000 

The actual operating revenues were 
$41,936,800 in the twelve months end- 
ed June 30, 1942, or approximately 
equal to the allowable revenues. On 
the basis of respondent’s forecast for 
1942, from the present rates, and in 
view of the rapidly accelerating up- 
ward trend of revenues as shown by 
the latest operating statements, the rev- 
enues in the first eight months of 1942 
exceeding the similar period in 1941, 
by $6,521,070 or almost 27 per cent, it 
is evident that the present rates will 
yield at least a fair return and that the 
increased rates sought by respondent 
will yield an excessive return; there- 
fore, 

Now, to wit, October 13, 1942, it is 
ordered: 

1. That the exceptions of respond- 
ent be and are hereby sustained to the 
extent (1) that an allowance be and is 
hereby made for the sinking-fund pay- 
ment to the city of Philadelphia in the 
amount of $300,000, annually; (2) 
that the allowable annual revenues, due 
to this revised finding, be increased to 


Allowable operating revenues 


$41,974,000, and that the order nis} 
of September 9, 1942, be and is hereby 
amended accordingly. 

2. That the exceptions of respond- 
ent be and are hereby dismissed in all 
other respects. 

3. That the order nisi of September 
9, 1942, as modified herein, be and is 
hereby made the final order in this pro- 
ceeding. 

4. That on or before October 15, 
1942, Philadelphia Transportation 
Company, respondent, file with the 
Pennsylvania Public Utility Commis- 
sion a supplement to Tariff Rail Pa, 
P.U.C. No. 3, canceling the rates and 
charges set forth therein and reéstab- 
lishing the rates and charges as set 
forth in its Tariff Rail Pa. P.U.C. No. 
i. 

5. That on or before October 15, 
1942, Philadelphia Transportation 
Company, respondent, file with the 
Pennsylvania Public Utility Commis- 
sion a supplement to Tariff Bus Pa. 
P.U.C. No. 3, canceling the rates and 
charges set forth therein and reéstab- 
lishing the rates and charges as set 
forth in its Tariff Bus Pa. P.U.C. No. 
am 


6. That upon compliance with order 
paragraphs 4 and 5, this proceeding is 
terminated and the record marked 
closed. 

Commissioner Buchanan files dis- 


senting opinion; | Commissioner 
Thorne being absent did not partici- 
pate in the final vote on this order. 


Dissenting Opinion 
BuCHANAN, Commissioner, dis- 
senting: The standards which should 
have been followed by the Commission 
in the 1938 reorganization are: First, 
capitalization of earnings, Consolidat- 
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ed Rock Products Co. v. Du Bois 
(1941) 312 US 510, 85 L ed 982, 61 
S Ct 675; In Re Jacksonville Gas Co. 
September 22, 1942, — F Supp —, 
45 PUR(NS) 193. Second, original 
cost less depreciation. The lesser of 
these two tests is the proper base for 
issuance of reorganization securities. 
The reasons are obvious. 

The standards which the Commis- 
sion should have followed in the in- 
stant case were original cost less de- 
preciation, with depreciation properly 
related to actual conditions in the in- 
dustry during normal times. As an il- 
lustration of the import of the special 
consideration of the depreciation ac- 
crual, the record shows various plans 
have contemplated the retirement of 
as much as 146 miles of track out of a 
total of about 500 miles and the addi- 
tion of 400 busses to the system be- 
tween 1938 and 1941 inclusive. Great 
weight must be given to obsolescence 
and decadence of the art of street rail- 
way transportation. 

The Commission in the reorganiza- 
tion proceeding and in this rate pro- 
ceeding has adopted a “judgment” 
figure under the “fair value” rule of 
Smyth v. Ames (1898) 169 US 466, 
42 L ed 819, 18 S Ct 418, which was 
incapable of standardization. But 
Smyth v. Ames is as dead as the 
proverbial Friday mackerel. Natural 
Gas Pipeline Co. of America v. Fed- 
eral Power Commission, supra. Now 
only statutory standards apply to rate 
making to the exclusion of judicial 
fiat. 

The only specific rate-making stand- 
ards appearing in the Public Utility 
Law, Act 1937, PL 1053, as amend- 
ed, are those contained in Art. III, 
§ 310, both of which are based on 
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depreciated original cost. Under such 
standards, the rate base should not 
exceed $55,000,000, including work- 
ing capital (at a sum greatly reduced 
from the $1,000,000 allowed by the 
majority), materials and supplies at 
$1,500,000; no allowance for cost of 
financing (the amount is incapable of 
proof as adopted by the majority) and 
excluding additions to the rolling stock 
because title is not in the company but 
is held under a lease contract under 
which payments are chargeable to ex- 
pense. 

This base is not the lowest possible 
rate base to be found nor is it ad- 
vanced for the purpose of “squeezing 
the last penny out of the company” as 
contended by the city of Philadelphia 
at the oral argument. It is funda- 
mental ratemaking based on sound 
principles. It is distinct from “com- 
promise,” guesswork, and “judgment” 
as day from night. It is as fair for 
the security holder as the ratepayer 
because under it the security holder 
would get a return which he gets now 
only by virtue of the effect of war on 
transportation. 

It is equally fundamental that there 
is a direct relationship between values 
arising from reorganization proceed- 
ings and values arising from rate 
making. They must be one and the 
same thing, else either the security 
holder or the ratepayer is duped and 
the Commission has performed a vain 
act. 

The principal difficulty which the 
majority has experienced in this pro- 
ceeding has been in its efforts to cor- 
rect the wrong perpetuated to both 
ratepayer and the security holder un- 
der the 1938 reorganization. The ma- 
jority has met that difficulty by com- 
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promise and shields itself behind 
§§ 603 and 918 of the Public Utility 
Law in so doing. 

But §§ 603 and 918 of the Public 
Utility Law do not apply here and 
were intended only to apply to refund- 
ing and refinancing operations in rela- 
tion to ratemaking and to protect the 
commonwealth from a guaranty of 
the obligation. Both provisions are un- 
necessary. The company on the other 
hand would try to correct one wrong 
by committing another, i. e., raising 
the rate base to the inflated level of the 
securities. Our sole consideration un- 
der the Public Utility Law is for the 
protection of the ratepayer, the theory 
being that the security holder can and 
usually does take care of himself and 
this case is no exception. This being 
true it is our duty to find the proper 
rate base and let the securities seek 
that level which is now and was in 
1938 the proper level for the issuance 
of those securities. 

The company contends that it has 
now “more and better” property than 
in 1938 meaning, of course, the new 
street cars, trolley busses, and motor- 
buses, and therefore, it argues, an in- 
creased valuation over the 1938 figure 
is proper. But under the equipment 
obligations it does not hold title to a 
single wheel or unit of any of the new 
equipment, the credit of the company 
was not required to obtain it, and 
therefore it has no capitalizable rights 
in the new rolling stock whatsoever. 
Its interest is merely a lease arrange- 
ment with the rentals chargeable to 
operating expense and the vehicles 
thereby becoming fully depreciated if 
and when title is acquired. Likewise 
the “more and better” equipment in- 
cludes some 400 or more street rail- 


way cars (the record is somewhat con- 
fused as to the number) restored to 
service from storage (fully depreciat- 
ed) which the requirements of war 
transportation have demanded. 

With every conceivable kind of ve- 
hicle being mustered by the respondent 
to meet transportation demands; with 
revenues soaring to unbelievable 
heights (as much as 35 per cent in 
excess of corresponding months in 
1941) it ill becomes this respondent to 
seek a rate increase and on a rate base 
which is as completely out of line and 
unfair in the public interest as the 
proposed increase in rates. 

A computation made of passenger 
revenues for the years 1923 to 1941 
inclusive from the annual reports gives 
the following very illuminating pic- 
ture: [Table omitted. ] 

It is to be noted that the highest 
revenues were obtained in 1926 [$52.- 
736,096], that the lowest revenues 
were received in 1938 [$31,738,598] 
but that between 1932 and 1940 the 
revenues maintained a reasonably con- 
stant level averaging about $33,000,- 
000. It is likewise to be noted that 
the upsurge in revenues in 1941 [$37,- 
249,006] was due solely to war causes 
and not to any development of the art. 
What the present boom has definitely 
proven is that more riders, not higher 
rates, are the answer to the mass trans- 
portation problem and it is axiomatic 
that lower rates bring more customers. 

In passing upon the exceptions, ! 
would dismiss exceptions Nos. 1 to 14 
inclusive, Nos. 16 and 17, 20, 21, 23 
to 63 inclusive, 65, and 69, for the 
reasons set forth in this opinion. 

Exception No. 15, I would dismiss 
for the specific reason that fair value 
is no longer a standard for rate mak- 
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ing in Pennsylvania since the decision 
of the United States Supreme Court 
in the case of Natural Gas Pipeline 
Co. of America v. Federal Power 
Commission, supra. 

Exception No. 18, I would dismiss 
with the comment that the finding of 
accrued depreciation in this rate case 
isa correction of the error made in the 
reorganization proceeding. I would, 
however, admit that it is an elementary 
principle of regulation that there is 
a direct relationship between security 
issues and rate making. However, 
this principle does not apply in the in- 
stant proceeding as the Commission at 
the time of issuing the securities specif- 
ically stated that the values found by 
it in support of the issuance of the 
security order should not be consid- 
ered as the values to be found for rate 
making purposes. It is my opinion 
that such statement is an open admis- 
sion of the inflation which was present 
in the securities at the time of issue. 
But such statement was necessary 
wherever the fair value theory was 
applied because the fair value rule was 
itself inflationary. 

Exception No. 19 should be dis- 
missed with the remark that deduction 
of the accrued depreciation from orig- 
inal cost is proper and particularly so 
when the accrued depreciation is cal- 
culated on an age-life straight-line 
method as in the instant case. Natural 
Gas Pipeline Co. of America v. Fed- 
eral Power Commission, supra. 

Exception No. 22, is dismissed with 
the comment that to allow a 7 per cent 
return would have reduced the amount 
of the reorganization securities, to be 
issued, below the amount which I have 
found to have been proper through 
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capitalization of earnings at 6 per 
cent. 

For the reasons stated in the ma- 
jority opinion, Exception 64 should 
be sustained. 

Exception 66 should be sustained 
for the reason that required operating 
revenues as found by the Commission 
are excessive at least to the extent of a 
return calculated on a base of $77,- 
000,000. 

Exceptions 67 and 68 should be sus- 
tained for the reason that Tariff Rail 
Pa. P.U.C. No. 1 and Tariff Bus Pa. 
P.U.C. No. 2 are not just and rea- 
sonable rates to be charged for the 
services in question, but are excessive, 
based upon the allowable return cal- 
culated on the depreciated original cost 
rate base. 

Exceptions 70 to 76, inclusive, re- 
late only to concurring and dissenting 
opinions. Exceptions to those opin- 
ions would, of course, have no effect 
upon the disposition of the majority 
opinion. However, Exception No. 72, 
on the basis of the tables set forth in 
this dissenting opinion, passenger rev- 
enues during the period of nine years 
from 1932 to 1940, inclusive, are al- 
most constant at $33,000,000. There- 
fore the available amount for interest 
and dividends from the operation of 
respondent’s system in order to ap- 
proach the figure of $5,800,000 must 
depend entirely upon operating econo- 
mies. Such economies are problem- 
atical in view of the possible after-war 
eficcts. It is interesting to note that 
the 1938 amount available for interest 
and dividends while extremely high re- 
sulted from the lowest passenger rev- 
enue in the nineteen years tabulated. 

In conclusion, I repeat that on a rate 
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base of $77,000,000 as found by the necessary. This reduction could take 
majority that net income of respond- the form of a weekly pass at a reduced 
ent is already in excess of a6 per cent cost which would benefit the regular 
return. On a base of $55,000,000 rider. 

which, I believe follows statutory I therefore dissent from the the ma- 
standards a reduction is undoubtedly jority order. 
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168 Residents of Edgemere Drive, 
Rochester 


Vv. 


Rochester Transit Corporation 


[Case No. 10835.] 


Service, § 178 — Bus route extension — Necessity of local consent. 
1. An extension of a bus route may be ordered under the so-called Parsons 
amendment (adding provisions to §§ 63-a and 63-b of Art. 3-A of the 
Public Service Law) without a local consent from the municipality in 
which the transportation company operates, where no part of the proposed 
route is situated in the city, p. 316. 

Statutes, § 25 — Repeal by implication. 
2. The courts do not favor the repeal of a statute by implication, p. 316. 


Service, § 178 — Bus route extension — Necessity of local consent. 
3. Sections 66 and 67 of the Transportation Corporations Law (provid- 
ing that a municipal consent is necessary for the operation of an omnibus 
line) are still controlling notwithstanding the so-called Parsons amendment 
(adding provisions to §§ 63-a and 63-b of Art. 3-A of the Public Service 
Law to provide for Commission orders to extend service), and, therefore, 
the Commission should not order an extension into a town unless the con- 
sent of the town has been obtained, p. 316. 

Service, § 51 — Powers of Commission — Bus extension. 


4. The Commission can require a transit corporation to extend a bus route 
from municipal limits into a town if the necessary consent of the town is 
supplied, p. 316. 
[August 20, 1942.] 
“glee eiaien against failure of transit corporation to extend 
and render ommibus service; denied without prejudice to 
renewal. 


> 


APPEARANCES: Gay H. Brown, pal Attorney), for Public Service 


Counsel (by Richard C. Llop, Princi- Commission; Chas. B. Forsyth, Cor- 
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poration Counsel, Rochester, for city 
of Rochester ; Van Schaick, Woods & 
Warner (by Howard W. Woods) 
Rochester, and O. W. Gulick, Roch- 
ester, Assistant Secretary, Rochester 
Transit Corporation, for the Roch- 
ester Transit Corporation ; William G. 
Easton, Greece, Town Attorney, An- 
drew J. Schell, Rochester, Councilman, 
town of Greece, Braddock Heights 
Subdivision, and Gordon A. Howe, 
Rochester, Supervisor for the town of 
Greece, for town of Greece. 


BurRRITT, Commissioner: This is 
one of the first applications received by 
the Commission for service under 
Chap. 897 of the Laws of 1942, which 
amends §§ 63-a and 63-b of the Public 
Service Law. The amendment is com- 
monly referred to as the Parsons Act. 
The petition involves a consideration 
of questions as to the requirements of 
the law as well as of the facts. 

The business area and most of the 
residential areas of the city of Roch- 
ester are situated several miles to the 
south of the shore of Lake Ontario, 
but the city includes a comparatively 
narrow strip on either side of Lake 
avenue and the Genesee river extend- 
ing northward to the lake. The Roch- 
ester Transit Corporation furnishes 
the public with bus transportation in 
the city, including a bus line on Lake 
avenue between the downtown section 
and Lake Ontario. This route has 
been extended westerly about one mile 
on Beach avenue along the lake shore 
to the westerly city line at the lake. 
Edgemere drive is an extension of 
Beach avenue and extends westerly 
along the lake shore from the city line 
through the town of Greece to Long 
Pond road and beyond. 
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Residents along Edgemere drive to 
the number of 168 have filed a petition 
with the Commission asking that the 
Rochester Transit Corporation be di- 
rected to extend its line and render 
service along that street. A hearing 
was held at Rochester on June 19th. 
Supervisor Howe of the town of 
Greece, and a number of witnesses, 
urged that convenience and necessity 
require the approval of this route. 
The parties were asked to file briefs 
on the legal questions involved by July 
Ist, and the hearing was adjourned to 
July 24th. Subsequently, upon advice 
that no further hearing was desired by 
the parties, the hearing was adjourned 
without date. Brief was filed by at- 
torneys for the Rochester Transit Cor- 
poration about June 29th, and by the 
attorney for the town of Greece on 
July 18th. 

No consent has been requested of, 
or granted by, either the town of 
Greece or the city of Rochester. The 
supervisor of the town of Greece stat- 
ed: “We are ready, willing, and anx- 
ious to grant it anytime the request is 
made.” No application for consent 
has been made by Rochester Transit 
Corporation, which has indicated that 
under present conditions it does not 
intend to do so, as it claims that it has 
a deficiency in bus equipment now, 
that it is unable to secure delivery of 
busses ordered, and that the instant ap- 
plication is only one of about 50 simi- 
lar applications recently received by 
the corporation. The position of the 
city of Rochester as stated by Corpo- 
ration Counsel Forsyth is that it has 
no objection to the extension of this 
bus route as such, but that it has a 
contract with the Rochester Transit 
Corporation to furnish adequate trans- 


45 PUR(NS) 





NEW YORK DEPARTMENT OF PUBLIC SERVICE 


portation service within the city and 
that it is concerned that no extension 
be made at this time which would im- 
pair that service. 


Legal Questions 


[1-3] The so-called Parsons 
amendment adds provisions to §§ 63-a 
and 63-b of Art. 3-A of the Public 
Service Law which, briefly stated, 
provides that upon complaint in writ- 
ing of not less than twenty-five per- 
sons as to extension of a route or 
routes, the Commission may cause an 
investigation to be made as to the 
necessity of the proposed extension, 
and after investigation, if it finds that 
public convenience so requires, “may 
order such an extension of an exist- 
ing route or routes as is deemed neces- 
sary.” The section as amended is 
silent on the question of whether local 
consents are required as to whether 


the local transportation company may 
be required to furnish service without 
its consent. 


Q. Are the consents of the city of 
Rochester and town of Greece neces- 
sary? 

Attorneys for the Rochester Transit 
Corporation, reserving the right to lat- 
er raise questions as to whether the 
proceeding is properly brought under 
the Parsons Act, or under the Whitney 
Act, and as to whether the Parsons 
Act, which in terms applies to “omni- 
bus corporations” applies to the Roch- 
ester Transit Corporation which was 
incorporated under the Railway Law, 
argue that local consents of both the 
city of Rochester and the town of 
Greece are required. They contend 
that the Commission may not proceed 
in the matter at all because the city of 
Rochester has not given its consent. 
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The Parsons amendment did not mod- 
ify the statute in this respect. As no 
part of the proposed route is situated 
in the city of Rochester, this conten- 
tion is rejected. The position of the 
attorney for the town of Greece on 
this point is well taken, and I find that 
no consent of the city of Rochester is 
required. 

As to the town of Greece the situa- 
tion is different since the proposed 
route lies entirely within that town. 
Sections 66 and 67 of the Transporta- 
tion Corporations Law provide that a 
municipal consent is necessary for the 
operation of an omnibus line. The 
courts do not favor the repeal of a 
statute by implication. It would ap- 
pear therefore that §§ 66 and 67 of 
the Transportation Corporations Law 
are still controlling. I am of the opin- 
ion that the Commission should not 
order the requested extension as au- 
thorized under the Parsons Act unless 
the consent of the town of Greece has 
been obtained pursuant to §§ 66 and 
67 of the Transportation Corporations 
Law. 

Q. Assuming that the necessary 
legal consent is granted by the town 
of Greece, and that public convenience 
and necessity is shown, can Rochester 
Transit Corporation be compelled to 
render the requested service? 

[4] Counsel for Rochester Transit 
Corporation further contends that the 
Commission does not have the power 
under the Parsons Act to order the 
corporation to extend this route with- 
out the consent of the municipalities 
involved against its wish; and that 
even if consent were obtained from the 
city of Rochester the Commission has 
not power to order the Transit Corpo- 
ration to extend its route without con- 
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sent. There may be a tenable consti- 
tutional argument here, but in any 
event this would have to be decided in 
the courts. In analogous situations, 
gas and electric companies have been 
required with the sanction of the 
courts to extend their service lines. I 
hold that if the necessary consent of 
the town of Greece is supplied, and if 
the facts as to convenience and neces- 
sity warrant, the Rochester Transit 
Corporation could be required to ren- 
der the service requested. 

With these legal conclusions in mind 
we may now review the facts of record 
to determine whether or not public 
convenience and necessity require the 
establishment of the route, and if so 
under what conditions. 


Convenience and Necessity 


Edgemere drive, on which bus serv- 
ice is requested, is a continuation of 


Beach avenue in the city of Roch- 
ester, westerly along the shore of Lake 
Ontario, through the town of Greece. 
Beach avenue extends about one mile 
west of Lake Avenue to the westerly 


city line. From here Edgemere drive 
extends westerly about 5 miles to 
Braddocks Heights, generally on a lo- 
cation from 100 to 200 or 300 feet 
from the shore of the lake. The pro- 
posed extension is asked only to Long 
Pond road, 3 miles west of the city 
line, at this time, due to an unsafe 
bridge beyond that point. Persons liv- 
ing along the shore as far west as 
Braddocks Heights would have to 
walk to Long Pond road. Edgemere 
drive is located practically on the road- 
bed of the defunct Manitou Beach 
Railroad Company, which formerly 
served this territory along the lake 
shore, but which was discontinued and 
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abandoned in 1926. Since that time 
people along the lake shore in the town 
of Greece have had no public transpor- 
tation, the nearest being the Beach 
avenue bus line. Recently under the 
sponsorship of Monroe county, and 
with the aid of Federal funds, there 
has been constructed a new continuous 
highway along the shore, except for 
a final length being completed this 
summer. This new road is located on, 
or closely parallel to, Edgemere drive. 

This lake shore was formerly chief- 
ly a summer resort area, but in recent 
years many persons have made their 
permanent residence here. It is 
claimed that of approximately 1,000 
homes, about 50 per cent are occupied 
the year around by people who are 
employed in Rochester, and that of 
these a considerable number are now 
engaged in defense work. In partial 
support of this claim Councilman 
Schell of the town of Greece testified 
that in codperation with the local fire 
department he had made up a list of 
81 persons who, of his own knowl- 
edge, were year-around residents of 
Crescent beach, located near the east- 
ern end of the proposed extension; 
that of this number 58 now work 
in defense plants; that 28 others are 
employed in essential civilian jobs, 
and 20 in jobs not connected with 
the war; and that there are 205 po- 
tential bus riders living at Crescent 
Beach. Mr. Schell, who lives at 
Braddocks Heights, 2 miles west of 
the western end of the proposed 
extension, also submitted a signed 
tabulation showing 130 families in 
that community of whom he stated 
from his knowledge of nineteen 
years residence there, that 85 are 
permanent residents. This tabulation 
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also showed a list of plants in Roches- 
ter said to be engaged in war work, 
and 101 permanent residents and 24 
summer residents of Braddocks 
Heights who work in the plants. Still 
another list of more than 200 resi- 
dents of Grandview beach, also locat- 
ed west of the proposed western termi- 
nus of the requested route, was sub- 
mitted. There was no testimony re- 
garding this list and it was filed for 
information only. 

In further support of the petition 
several other witnesses testified as to 
the number of residents at various 
points along the route, and as to the 
need of public transportation. They 
were cross-examined by counsel for 
the Rochester Transit Corporation 
and others. 

Mr. Emma testified that he had 
lived at Island Cottage, a community 
located about 14 miles west of the city 
line, since 1923; that there are about 
200 residents at Island Cottage, of 
whom 125 are year-around residents; 
that many people walk to the Beach 
avenue line and that there is a side- 
walk only part of the way. 

Mr. J. J. Wegman, a summer resi- 
dent, testified that he had personally 
obtained all the signatures of the 168 
signers of the petition submitted to 
the Commission; that he had asked 
them all if they favored the bus line, 
and that everyone asked had signed the 
petition. 

Mr. George Knight, who has lived 
at Grandview Heights Drive for thir- 
ty-five years, testified that he had been 
secretary of the Grandview Heights 
Association for ten years and is now 
president; that he knew there were 
139 homes in this area, of which 75 
are occupied the year-around; that the 
45 PUR(NS) 


area is 24 miles from the city line, and 
that there is no bus service; and that 
he knows forty-two persons who work 
in defense plants and travel back and 
forth thereto every day. 

Mrs. Ruth Nolan testified that she 
lives five minutes walk from Edge. 
mere drive and that she has six chil- 
dren who attend Charlotte High 
School in Rochester and who would 
use bus service. 

Mr. McKelvey testified that he has 
been a year-around resident of Edge. 
mere drive, about } mile west of the 
city line, since 1927; that he would 
use this bus line and that his house. 
hold employees would use it. One or 
two other witnesses testified to the 
same effect. 

It was stated that a shipyard is be- 
ing constructed along the south shore 
of Round Pond at a location less than 
a mile south of Edgemere drive. It 
is anticipated that upward of 2,000 
people would eventually be employed 
in building ships in this yard and that 
many of these people will settle along 
the route of the proposed bus exten- 
sion. It was later brought out that 
this location is nearer to Dewey ave- 
nue on which the Rochester Transit 
Corporation now has a route. Coun- 
sel stated that he had been instructed 
by the president of the corporation to 
say that when the plant is completed 
its Dewey avenue line will be extend- 
ed to serve workers there. 

In my opinion the town of Greece 
has established that it would be con- 
venient for a considerable number of 
persons to have bus service on Edge- 
mere drive, and that if private cars 
become unavailable because of gaso- 
line and tire restrictions, some form 
of public transportation on Edgemere 
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168 RESIDENTS OF EDGEMERE DRIVE v. ROCH. TRANSIT CORP. 


drive will be necessary. But whether 
or not public convenience and neces- 
sity requires that such service be estab- 
lished now, also depends on other and 
broader considerations, such as the 
availability of bus equipment and its 
most effective use, especially in the 
light of the war emergency. 


Available Equipment 

Superintendent of Schedules for 
the Rochester Transit Corporation, 
Mr. Herman E. Hicks, testified that 
he had made a study of the demands 
and requirements for equipment on 
the routes of his company, which 
showed that 512 busses are actually 
scheduled in service, whereas the com- 
pany has only 485 busses at the pres- 
ent time. Service under this anomal- 
ous situation is made possible only be- 
cause some of the busses are turned 
where they would otherwise not be 
permitted to be turned, and other tem- 
porary modifications in routes and 
schedules made which would otherwise 
not be authorized. He stated that the 
company has ordered 55 busses which 
were scheduled for delivery in June, 
but that delivery has been deferred; 
that the company is carrying 30 per 


cent more passengers than at the same 
time one year ago; and that in view 
of these facts the company does not 
have the requisite equipment to make 
any further extensions at this time. 
Counsel for the company also called 
attention to requirements and orders 
of the Office of Defense Transporta- 
tion and to the company’s obligation 
under its service-at-cost contract to 
maintain adequate service in the city 
of Rochester. No evidence as to sched- 
ules or fares on the requested route 
was submitted. 


Recommendation 


In the absence of a consent from the 
town of Greece and of specific pro- 
posals as to service and fares, and fur- 
ther in view of the fact that the Roch- 
ester Transit Corporation does not 
now have available the necessary 
equipment which can be spared, and 
in view of the requirements of the Of- 
fice of Defense Transportation as to 
the use of available busses, the appli- 
cation of 168 residents of Edgemere 
Drive must be denied at this time with- 
out prejudice to its renewal when a 
consent of the town of Greece has 
been granted, the necessary equipment 
is available, and O.D.T. orders permit. 





UNITED STATES CIRCUIT COURT OF APPEALS, SEVENTH CIRCUIT 


Natural Gas Pipeline Company of America 
et al. 


v 


Federal Power Commission et al. 


[No. 7454.] 
(129 F(2d) 515.) 


Reparation, § 48 — Parties — Intervention — Other suits pending. 
Gas consumers should be denied leave to intervene in proceedings before 
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UNITED STATES CIRCUIT COURT OF APPEALS 


the circuit court of appeals relating to the refund of charges collected ip 
excess of those allowed by the Federal Power Commission, pending re. 
view, until and unless suits in other courts for like or similar relief are 


dismissed. 


[June 26, 1942.] 


OTION for leave to intervene in proceedings relating to re- 
fund of overcharges for gas; intervention denied. See 

also (1942) 129 F(2d) 515,45 PUR(NS) 235. For decision 
of United States Supreme Court resulting in the instant pro- 
ceedings, see (1942) 315 US 575, 86 L ed —, 42 PUR(NS) 


129, 62 S Ct 736. 


APPEARANCES: George I. Haight 
and J. J. Hedrick, both of Chicago, 
Ill., and S. A. L. Morgan, of Amaril- 
lo, Tex., for petitioners; Wm. S. 
Youngman, Richard J. Connor, 
George Slaff, and Daryal A. Myse, 
all of Washington, D. C., for re- 
spondent Federal Power Commission ; 
George F. Barrett, of Chicago, IIL, 
for respondent [Illinois Commerce 
Commission. 


Cir- 


Before Evans and Kerner, 
cuit Judges. 


Per Curiam: There has been filed 
in this court, a motion for leave to 
intervene, by twenty consumers of 
gas furnished by Peoples Gas Light 
and Coke Company, Public Service 
Company of Northern Illinois, and 
Western United Gas and Electric 
Company. It is called the Joyce et al. 
petition. Said petitioners assert an 
interest in the moneys which we are 
about to refund to the consumers of 
gas distributed by the above-named, 
and other, utilities. 

In their petition, which was filed 
upon previous order of this court, 
they seek to appear not only in be- 


half of themselves but on behalf of 
all other gas consumers and ratepay- 
ers similarly situated. 

We are advised that these same 
petitioners have brought suit in the 
circuit court for Cook county, state 
of Illinois, seeking the same or very 
similar relief to that which is here 
sought. Also, they have filed a suit 
in the United States district court for 
the northern district of Illinois, for 
like, or similar relief. 

We are of the opinion that their 
right to intervene in this court should 
be denied until and unless their suits 
in other courts are dismissed. Pro- 
ceeding in this court by way of inter- 
vention is inconsistent and at variance 
with their action in the other two 
suits. Likewise, we are not satisfied, 
upon the showing made, that the 
twenty petitioners can, and do, ade- 
quately represent all the consumers 
similarly situated, who number more 
than 750,000. Weeks v. Bareco Oil 
Co. (1941) 125 F(2d) 84. 

Should the petitioners dismiss the 
suits in the other courts, their motion, 
in their own behalf, for leave to in- 
tervene will receive favorable action. 
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e Avove—t'esting a 4” Crest Meter in the N. Y. Meter Testing Station 
e@ Right—Testing a 6” Protectus Meter in Service in Rockefeller Center 


HUNDRED YEARS AGO thousands of New 

Yorkers flocked to City Hall Park to see the 
fountain display fed by the newly opened Croton 
Aqueduct. New Yorkers of that day were proud of 
their new System, which DeWitt Clinton had outlined 
in 1833 to deliver 20,000,000 gallons a day. 


One hundred years later New York City's water 
supply system delivers an average of 880,000,000 
gollons daily. The City now covers the whole of 
Manhattan Island and has spread out to include four 
other boroughs. 


Today one of its greatest attractions is Rockefeller 


Center, business headquarters of thousands and the 
mecca for additional thousands of visitors. Deep in 
the sub-basements, never seen by the public, are 
large meters which record the daily water require- 
meats of this large population. 


The original estimate of the water requirements of 


the RCA building alone contemplated a demand rate 
of 20,000,000 gallons a day—equal to the original 
estimated capacity of the Croton System. 


This demand would have put such a burden on the 
present system that engineers devised a way of using 
water over and over in the cooling and air condi- 
tioning systems so that the requirement was cut to 
1/3 of the original estimate. 


Just what do meters mean to a city like New York? 
Of the 667,400 connections in New York City, 179,600 
ere metered, a large percentage in the larger sizes. 
From these metered services, which consume 22 per 
cent of the water, the City receives $16,400,000 or 
42 per cent of its water revenues. But should these 
meters under-register as little as 3 or 4 per cent, the 
City would lose a staggering amount of money. 


This is 
tested regularly and that every city, as does the 


striking proof that meters should be 


City of New York, should maintain a thoroughly 
equipped meter testing shop. 


In these days of increasing cost in every phase of 
our life, the efficient Water Department cannct af- 
ford to lese revenues through under-registration of 
meters. Reguler and systematic testing of oll meters 
is the only safeguard agains? less. 


NEPTUNE METER COMPANY 


50 West 50th Street © 


New York City 


Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, 
PORTLAND, ORE., DENVER, DALLAS, KANSAS CITY, LOUISVILLE, 


ATLANTA, BOSTON. 


NEPTUNE METERS, LTD.. LONG BRANCH, ONTARIO, CANADA 
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| Industrial Progress 


te Selected information about products, supplies and 


services offered 


by manufacturers. 


Also announce- 


ments of new literature and changes in personnel. 


Equipment Notes 


Welding Transformer Designed 
for War Production Job 

Speeding production of war materiel has 
created manufacturing problems oftentimes 
never experienced in the production of peace- 


time goods. As a result much production ma- 
chinery has been designed to perform a specific 
operation or function. 

As an example, The Acme Electric & Manu- 
facturing Co., Cuba, New York, announce the 
development of special welding transformers 
for operation on primary circuits of 115 volt, 
single phase, 60 cycle and having secondary 
characteristics of 0.75 volt, 1600 amperes. 


Rags and Resin Product New Substitute 
for Corrugated Steel Sheets 


Rags and resin have been combined into a 
war emergency building material substitute 
for corrugated steel sheets for covering out- 
side walls of temporary structures of all kinds. 
Called corrugated asphalt siding, the new 
product was recently placed on the market by 
The Celotex Corporation and is being used for 
both government and private construction. 

Corrugated asphalt siding consists of two 
sheets of heavy felt saturated with a recently 
developed resino-bituminous compound. The 
sheets are bound together with a high melting- 
point asphalt adhesive and corrugated under 
high pressure. The finished sheets are hard, 
rigid, light in weight and moisture-proof. 
They retain their stiffness and corrugations in 
summer weather because of the high melting- 
point, wear-resistant resins used in the satur- 
ating process. No critical raw materials are 
required, according to the manufacturers, 

The life of corrugated asphalt siding can be 


prolonged indefinitely by, coating or painting 
immediately after appli€ation and every few 
years thereafter, according to the manu. 
facturers. 

Further information may be obtained from 
The Celotex Corporation, 120 South LaSalle 
St., Chicago. 


Silvered-Glass Reflectors Release 
Aluminum for Other Uses 


The use of silvered-glass reflectors in place 
of aluminum reflectors by General Electric has 
resulted in a saving of 360,000 pounds of alu- 
minum in the manufacture of street lighting 
equipment, and another 200,000 pounds in other 
protective lighting devices such as _search- 
lights and floodlights, according to A. F. Dick- 
erson, manager of the company’s lighting divi- 
sion. 

Moreover, it is claimed that the efficiency 
of these lighting units, which are being used 
extensively in the war production program, 
has been increased from 10 to 30 per cent as 
a result of the substitution of silvered glass 
for aluminum and other metals. 


New Operation Counter for Protector Tubes 
Offered by Westinghouse 

A new operation counter for protector tubes 
used on 13.8 kv to 138 kv transmission lines 
is announced by Westinghouse Electric and 
Mfg. Co. 

Six thin copper strips are arranged in a 
smal] square counter box which is mounted on 


the vent pipe from the protector tube. When 
the protector tube operates, part of the gas 
blast leaves through the small side horizontal 
tube on which the counter is mounted, blows 
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E feel that for the duration, it is our re- 

sponsibility to serve to the best of our 
ability on two fronts. To accomplish this we are 
making our manufacturing facilities do double 
duty. Our primary concern is, of course, to give 
our armed forces every possible aid by manu- 
facturing those direct instruments of war which 
we are best equipped to produce. To this end, 
amajor portion of our facilities has been allocated 
to the needs of the military services. 


At the same time, we are honor bound to 
continue serving the gas utilities which are so 
vital to the public well being and to industry’s 
nation-wide battlefront. Meters, regulators and 
replacement parts are necessary for continued 
efficient gas service. The efficient application of 


PITTSBURGH EQUITABLE METER 
MERCO NORDSTROM VALVE COMPANY 
seston NATIONAL METER DIVISION, Brooklyn, N. Y. 


NEW YORK OAKLAND 

BROOKLYN TULSA 

DES MOINES CHICAGO 
MEMPHIS. 


EMCO “1001” Regulator for 
General Pressure Control! Service 


gas can only be effected by accurate measurement 
and control. For years EMCO Meters and Regu- 
lators have been performing this function with 
the highest degree of efficiency. To the best of 
our ability, we will continue to supply new EMCO 
equipment and repair parts wherever possible, 
subject, of course, to priority regulations on the 
use of such material. 


For the duration, therefore, we shall consider 
ourselves serving on two fronts. In performing 
this dual task, every employee of the Pittsburgh 
Equitable Meter Company has but one object in 
view—to speed the day of Victory. Our share 
in this supreme effort may seem small, but mul- 
tiplied country-wide, it can and will assure the 
continued benefits of freedom to all. 


COMPANY 


KANSAS CITY SEATTLE 

PHEADELPHIA = HOUSTON 
SAN FRANCISCO «COLUMBIA 
LOS ANGELES =: BUFFALO. 


. Pa. 


O 


EMCO Type B Ejector Regulator 
for Domestic Service Lines 
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Equipment Notes (Cont'd) 


off a copper blade, and the box falls into an- 
other angular position. Each time a blade is 
blown out the new position of the counter in- 
dicates the number of times the protector tube 
has operated. 

Instructions for the device give methods of 
mounting it on practically all types of pro- 
tector tubes. Blades are available for reload- 
ing, and the counter is provided with a loop- 
shaped strap which makes it possible to in- 
stall and remove it by means of a hook stick. 

Further information may be secured from 
department 7-N-20, Westinghouse Electric and 
Mfg. Co., East Pittsburgh, Pa, 


¥ 


Catalogs and Bulletins 


Engineering Data Bulletin on 
New Davis-made Solenoids 


Two new Davis-made laminated solenoids 
(No. 2861 pull type and No. 2923 push-pull 
type) are described in a bulletin released by 
Dean W. Davis & Co., 549 W. Fulton St., Chi- 
cago. 

These new solenoids are particularly de- 
signed for specification by engineer-designers 
for hydraulic valves and general industrial 
purposes. Maximum magnetic force for given 
electrical input is effected by design, laminated 
frame and plunger and other features. More 
work per watt input is demonstrated. 

Coils may be paper scetion wound, cloth- 
taped and treated to make impervious to cut- 
ting oils and coolant. Installations is claimed 
to be simplified and operation made easy as 
these solenoids can be used for either direct or 
remote control on operations in which quick 
short thrusts are required. They can be 
furnished in any voltage and for a.c. or d.c. 


“Calling All Horsepower’ 


“Calling All Horsepower,” a program de- 
signed to save critical war materials and to 
get maximum production out of every motor, 
is announced in a new 20-page booklet by 
Westinghouse Electric and Mfg. Co 

Undertaken at the suggestion of the War 
Production Board, the “Calling All Horse- 
power” program points out how motor over- 
load capacity can be used to get more produc- 
tion from every available unit of horsepower, 
and at the same time effect huge savings in 
critical materials. 





70 MASTER-LIGHTS 
© Electric Portable Hand Lights. 
® Repair Car Spot and Searchlights. 
© Emergency (Battery) Floodlights. 


CARPENTER | MFG. co. 
179 Sidne 
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Extinguisher Maintenance Important 


The maintenance of fire extinguishers which 
are credited with stopping 70 per cent of all 
fires is especially important when wartime pro- 
duction, critical materials, plans and man- 
power are at stake. Many businesses, institu- 
tions and civilians will be unable to get new 
extinguishers of approved types for the dura- 
tion and consequently must keep their present 
equipment in good operating condition, 
Fortunately recharging materials are still 
available. 

To assist in proper maintenance a new 
folder entitled “Directions for Inspecting, Re- 
charging and Maintaining Portable Fire Ex- 
tinguishers” may be obtained upon request 
to the Pyrene Manufacturing Company, New- 
ark. N: J. 


Illuminating Nomenclature Revised 

The American Standards Association re 
cently approved a revision of the American 
Standard, Illuminating Engineering Nomen- 
clature and Photometric Standards (Z7.1- 
1942). This revision marks a step in a long 
process of evolution in this field. 


“Air Clean As A Whistle” | 

“Air Clean As A Whistle,” new 4-page bulle- 
tin describing the application of Precipitron 
Electric Air Cleaning for large rotating elec- 
tric machinery, is = ape by Westinghouse 
Electric and Mfg. : 

This illustrated bulletin tells what the Pre- 
cipitron is, how it operates, and how it is 
installed. When air is cleaned by this method, 
particles as small as 1/250,000 of an inch in 
diameter are removed. Particles in the forced 
air stream are given an electric charge and 
then drawn off to oppositely charged plates, 

A copy of Booklet B-8605 may be secured 
from the company at Edgewater Park, Cleve- 
land, Ohio. 


» 


Manufacturers’ Notes 


Clarostat Receives Army-Navy “E” 

The Army-Navy “E” for excellence in pro- 
duction was recently awarded Clarostat Mfg. 
Co., Inc., of 285-7 N. 6th St., Brooklyn, N.Y. 

The company manufactures resistors, con- 
trols and resistance devices for radio, elec- 
trical and allied purposes. 


Gregory Made Vice-President 
and Director of Thornton 

Bruce Gregory, formerly in charge of sales, 
of the Thornton Tandem Company of Detroit, 
has been made vice-president in charge of sales 
and a member of the board of directors, ac- 
cording to an announcement made by A. 

Knobloch, president. 

Mr. Gregory, is well known in the auto- 
motive industry. He has been associated with 
the Thornton Tandem Company of Detroit, 
manufacturers of Four-Rear-Wheel Drive 
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jOILERS, PIPING and 
other equipment insu- 
ted with J-M 85% Mag- 
yesia are fully protected 
wainst excessive heat 


J-M Insulation-Engineering 
Service. J-M Engineers offer 
you specialized experience 
and training that enable 
them to trace down costly 
heat losses that might other- 
wise go unnoticed. From the 
complete line of J-M Insu- 
LMOST any insulation will save you _ lations, they can recommend the exact 
Asome money on fuel. But to get fuel amount of the right material that as- 
ts down to rock bottom ... and to sures maximum returns on your insulat- 
rep them there ... it takes the one ing investment. 
rect insulating material, applied in the For full information on this helpful free 
ke most economical thickness. service and data on all J-M Industrial 
Toassure every saving possible within- Insulations, write for Catalog IN-55A. 
ation, leading power plants rely onthe Johns-Manville, 22 E. 40th St., N.Y.C. 


Ml Johns-Manville INDUSTRIAL INSULATIONS 


FOR EVERY TEMPERATURE...FOR EVERY SERVICE... 


Uperex . 85% Magnesia JM-20 Brick. Sil-O-Cel C-22 Brick Sil-O-Cel Natural Brick 
J-M No. 500 Cement Sil-O-Cel C-3 Concrete naleda@lalhic 
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truck units, for about a year. Prior to joining 


\ | \ Thornton Tandem Company, he was associ- 
ated with the Firestone Tire and Rubber 
: : : ah Company and the General Tire Company. 


LOR Public Service Contributes Trolley Rails 
To Scrap Drive 


‘ raya \ Public service transportation companies are 
{ making available through the Metals’ Reserve 
b 4 AB4 Corporation, 3 Federal government agency, 


approximately 47,000 tons of trolley car rails 
for use in the war effort. This is one of the 
largest contributions to the scrap and salvage 
campaign. 

This is enough scrap steel to build six bat- 
tleships, the government estimates, or it could 
be utilized in the construction of any of the 
following : 55,000 aerial bombs; 3,000 medium 
tanks; 110,000 sixteen-inch shells; 2,200,000 
fifty-caliber machine guns; 225,000 three-inch 

Yor]% anti-aircraft guns or 110,000 seventy-five milli- 
ADDED meter howitzers. 3 3 

COST The rails—aggregating approximately 600 
miles in length—are being salvaged from 
abandoned trolley car lines. 


American Steel & Wire Promotes Pierson 
Ernest F. Pierson has been appointed man- 
ager of the electrical and wire rope department 
of the American Steel & Wire Co. at Boston, 
Mass., succeeding the late Hugo D. Sharp. 
Mr. Pierson has been with the company 
about 30 years, beginning with the manufac- 
turing division at its Worcester, Mass., mills 
and later employed in the cable engineering 
ey department in that city. From 1927 to 1934 he 
was connected with the sales department at 
] y Boston, returning to the general sales office 
aescraiad at Worcester with the title of general sales 

) representative. 
| EDG ER i m | er In 1941 Mr. Pierson was granted a leave of 
A IL d absence to become adviser to the purchasing 
— and copper branch ee the OPM at 
ae a be : AGG ‘ashington and was later made consultant to 
MILLS AT ADAMS. MASS. the copper branch of the WPB with headquar- 
ESTABLISHED 1849 ters in that city. 


The 


Whitney Heads Transformer Sales 
100% New Rag Fibres Russel fe Whitney has been appointed sales 
< manager of the Westinghouse transformer 
LL. BROWN'S LINEN LEDGER division in Sharon, Pa., according to an an- 
“ADVANCE LINEN LEDGER 2: ipsa by H. V. Putman, vice president 
and manager of the transformer division. A. 
FORWARD LINEN LEDGER C. Farmer, formerly assistant sales manager, 
a has been named assistant to the vice president, 
857% New Rag Fibres and A. P. Bender, former sales manager, has 
L. L. BROWN’S FINE er assistant sales manager “to afford 

the best possible opportunity for his complete ' 
GREYLOCK LINEN LEDGER recovery” from an extended illness. 


50% New Rag Fibres 
ESCORT LEDGER & MACHINE POSTING 


: DICKE TOOL COMPANY 
wwe DOWNERS GROVE, ILL. 


Manufacturers of 
*Permanent grades Pole Line Construction Tools 
pew nee 89 They’re Built for Hard Work 
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wit KINNEAR ROLLING FIRE DOORS 


Sabotage by fire is now a greater threat to vital 
production than ever before. And when a fire 
does break out, open or unprotected doorways, 
windows and corridors become one of your 
greatest hazards. Strong drafts can sweep flames 
through such openings with di speed. 
But you can stop fire at these danger zones with 
Kinnear “AKbar” Rolling Fire Doors and Window 
Shutters. They are fireproof ... automatically 
trolled . . . equipped with a strong, push- 


down starting spring that assures quick, positive 


SAVING WAYS 
IN DOORWAYS 








closure. They are safe, too, because their down- 
ward speed is controlled, to guard against injury 
to persons passing underneath — and a special 
counterbalance permits emergency opening after 
automatic closure. They are approved and labeled 
by the Underwriters’ Laboratories. And Kinnear 
Rolling Fire Doors can readily be equipped for 
regular, daily service use, with motor or manual 
control! Write Kinnear today for the complete 
story! THE KINNEAR MANUFACTURING COM- 
PANY, 2060-80 Fields Avenue, Columbus, Ohio, 


ROLLING DOORS 
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150,000 HP Francis Turbine 


for Grand Coulee Project 
(SHOP HYDROSTATIC TEST—230 LB. PER SQ. IN.) 


YDRAULIC TURBINES——.. 
FRANCIS AND HIGH SPEED 
RUNNERS 
BUTTERFLY VALVES 
POWER OPERATED RACK RAKES 
GATES AND GATE HOISTS 
ELECTRICALLY WELDED RACKS 


Newport News Shipbuilding and Dry Dock Company 


(Hydraulic Turbine Divisio: 


Newport News, Virginia 
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INSIST ON 


fursons 


Papers 
FOR YOUR 


Forms 
Records 
Stationery 


Superior Quality 
MADE FROM COTTON FIBERS 


PARSONS PAPER CO. 


HOLYOKE - MASSACHUSETTS 








DAVEY TREE TRIMMING SERVICE 


JOHN DAVEY 


Founder of Tree Surgery 


Winter Trimming 


Now is an especially fine time to 
trim the trees along your lines. 
With the leaves gone, working vi- 
sion is better, Pers are 


easier to get and brush disposal 
is cheaper, Something ought to 
be done about it. 


Tree interference may aid the Axis 


WAVEY TREE EXPERT GO. KENT, OnI8 


DAVEY TREE SERVICE 




















Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


If you have a Penn-Union. Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, + or more bolts. 


L-M Elbows, with compression units 

giving a dependable grip on both con- 

ductors. Also Straight Connectors and 
Tees with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


oy Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action—— 
self locking. 


Vi-Tite Terminals for quick “ 
installation and easy taping. . 
Also sleeve type terminals, : 
screw type, shrink fit, etc. etc. é 
en 
Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 
Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


PENN-UNION 


Lon oF, 525 55 On gai ® | FITTInGg Ss 
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Behind 
Utility Managements 
in These Critical 
Times 


* 


1 BM 
MACHINES 
ARE ON 
LAE JOS 


Action is the utilities’ answer to the 
Nation’s call...and very much on the 
job, performing big accounting and con- 
trol jobs for utility managements are fast, 
accurate, automatic 1B M machines. They 
compute, audit and print service bills, pro- 
tecting both utility and public against 
error. They account for revenue, and con- 
trol accounts receivable. They vanquish 
the drudgery once associated with pay- 


roll, labor, material, transportation, and 


other detailed branches of general accoum 
ing. They automatically assimilate a 


classify operational data into forms thi 


utility managements can work with a 


use for external legal relations — ini 
financial reports, operating reports, budg 
comparisons, and historical ledgers... 
These and scores of other accounting 4 
administration tasks are being performé 
by IBM machines for utility manag 


ments in today’s critical times. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 





Offices in Principal Cities 
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Many a devil’s food cake would 
have gone flat except for the cor- 
rect degree of heat measured out 
by a Robertshaw Thermostat. 
But nowadays here at Robert- 
shaw we’re measuring heat for 
devil’s food of a different kind— 
we're making boosters and 


shells for aircraft and anti-air- 


Sipe acs eg 


te” 


hor 
ix 
H 
' 
: 
‘ = 


craft guns; we’re turning out 
fuses for hand grenades, and 
primers and ignition cartridges 
for rockets. Likewise we make 
instruments for aircraft, and it’s 
all work for which we have been 
peculiarly fitted during long 
years in the precision ‘manufac- 
ture of Robertshaw Thermo- 
Fer High Achievement in the production of war equipment, 


stats. What Robertshaw Ther- 
mostats we still make are used 
entirely on Government projects 
—a work which serves the double 
object of keeping our research 
department and engineering 
division looking toward new 
models for the coming days 
of peace, 


{I BERTSHAW 


ROBERTSHAW THERMOSTAT CO., YOUNGWOOD, PA. 
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PERMANENCE 


Like the stars, unaffected by time, as they 
follow in their course with unerring precision, 
you can depend upon the lasting and reliable 
performance of Mercoid hermetically sealed 
mercury type switches. © Mercoid Switches 
are immune to dust, dirt or corrosion. The con- 
tacting surfaces remain ever new after years 
of service. ® You get this extra value in every 
Mercoid Control without any additional cost. 


Although priorities are now necessary, an adequale stock of Mercoid Controls jor essential uses hi 
been provided for. We will be glad to advise with you on your present and future requiremem 


THE MERCOID CORPORATION, 4213 Belmont Avenue, Chicago, //lino! 
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INTERSTATE POWER PURCHASES 
ADDITIONAL RILEY EQUIPMENT 


| 


INTERSTATE POWER CO. 
CLINTON, IOWA 


45000 /bs. steam per hour, 450 lbs. pressure, 825°F steam temperature 


RILEY BOILER, SUPERHEATER, AIR HEATER, WATER COOLED FURNACE, 
STEEL CLAD INSULATED SETTING. FIRED BY RILEY PULVERIZER & BURNERS. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


SO0STON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
ST. LOUIS CINCINNATI! HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FUBNACES 
PULVERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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100% te heen the ‘an 
. Freedom burning ! 


CRESCENT INSULATED WIRE & CABLE CO. 


Trenton, N. J. 
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HIS SIGN belongs in every factory, power plant 


and mill in the nation — yes, in every telephone 


exchange, garage and maintenance department of Amer- 


ica’s utilities and industries. For those long-lived Exide 


Batteries that operate your oil switches, energize your 


telephones, or crank your trucks, cars and buses, will last 


even longer when handled with care—when treated as 


outlined below. 


, Add approved water at regular intervals; 


Keep them clean and dry. Wash off tops 
with a solution of one pound of bicarbon- 
ate of soda to one gallon of water—rinse, 
and dry thoroughly; 


Keep the battery fully charged—but avoid 
excessive over-charge. A storage battery 
will last longer when charged at its proper 
voltage; 


Keep written records of water additions, 
voltage and gravity readings for com- 
parisons as battery grows older. 


Write us for further information, stating battery 
application in which you are interested. We'll be 
glad to help you get all the long life that we 
build into our batteries. 


Exide 


BATTERIES 


THE ELECTRIC STORAGE BATTERY COMPANY 
The World’s Largest Manufacturers of Storage Batteries for Every Purpose 
PHILADELPHIA 
Exide Batteries of Canada, Limited, Toronto 
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Proper maintenance means adequate attention 
to the details which help assure that a power line 
will stay on the job, regardless of weather condi- 
tions. There must be no failure of power supply 
to vital war industries or to the farm front. 

Proper maintenance means the use of proper 
materials, correctly installed. Makeshift devices 
can cause a line to depreciate rapidly, even under 
normal operating conditions, and to fail without 
warning. You are permitted to obtain necessary 
maintenance materials on Government ruling P-46. 

Don’t think, because you’re not seeing as much 
of the Alcoa representatives as you used to, that 
they’re not interested in your power line work. 
We're using these men today to help expedite 
delivery of Aluminum Alloy products to other 
war industries. But they're available to help on 
your maintenance and operating problems. 

For this assistance, write ALUMINUM CoMPANY 


or America, 2134 Gulf Building, Pittsburgh, Pa. 
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tHe Future 06 
MODERN METERIN 


é THE cooperation of the electric 
pes utility industry with the watthour meter manu- 
| facturers has kept the design and develop- 


ment of the modern watthour meter well 





_ ahead, of metering requirements. Thanks to 
this ‘cooperative spirit, watthour meters will 
again play their important part in system — 

modernization when normal times are once _ 
more restored. 2 3 


‘SANGAMO ELECTRIC COMPAN 


$.° 8 4. WB tee 8 es Leo 1 Us 


SPRAGUE COMBINATION METER-REGULATOR | 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL 





For Manufactured, 
Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER C0. 


Bridgeport, Conn. 
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Two examples of Grinnell Pipe Prefabrication: A 20” pipe with complex 
turns and 20” x 32” increaser for handling hot oil in one of the new Houdry 
Process oil refineries . . . and an engine header involving 24" radius U-bend. 


Sub-contract your piping worries! 


Here's a practical “way out” for power and process 
tagineers who are overloaded with the added work 
tf wartime plant extensions! A way to delegate an 
txacting job, yet know you'll get first class results! 


“Give the Plans to Grinnell” as soon as your special 
piping requirements are roughed out. Grinnell engi- 
ts are specialists equipped by long experience to 
interpret power and processing layouts into super- 
piping systems for any industry. Grinnell plants, 


strategically located to serve all industries, have com- 
plete prefabrication facilitiesto produce underwriter- 
approved sub-assemblies that permit speedy erection. 

Learn how such sub-contracting can ease your job 
of providing facilities te produce “enough . . . in 
time”! Write for booklet “Grinnell Piping Prefabri- 
eation”. Grinnell Company, Inc. Executive Offices, 
Providence, R. I. Branch offices in principal cities 
of U.S. and Canada. 


uranmicateo erence ay GRINNELL 


whenever PIPING ts invouveo 
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FOR UNDERGROUND PIPE LINESS 


...- RAPID AND ECONOMICAL 
FIELD INSTALLATIONS... 


with EHRET’S DURANT INSULATED PIPE 


Laying underground insulated pipe lines is both rapid 
and economical when you use the Durant Insulated Pip- 
ing system. This pre-insulated and pre-sealed system 
comes to you in completely finished units, ready for in- 
stallation. No tile or concrete tunnels are required and 
there is nothing extra to buy. The pipe supports are self- 
contained and the piping units can be laid with a mini- 
mum of trenching and field work. The asphalt protection 
is permanently water-proof and the 85% Magnesia insu- 
lation will maintain its efficiency throughout the years. 





Write us today for your copy of the new Ehret 176-page Insulation Handbook, #K200, 
which describes the D.1. P. system as well as many other Ehret products. it’s free. 
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OOSIER ENGINEERING ANY 


46 SO. 5TH ST., COLUMBUS, OHIO NEW YORE 


RECTORS OF TRANSMISSION LINES 
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TYPEWRITERS ARE GOING TO WAR 
ee ee Out of Every Four 








How Can We 
Make THREE 
T ypewriters 
Do the Work 
of FOUR? 





That’s Easy! 
use EG RY 
SPEED-FEEDS 





The sou lady is right! But she tells only Aalf the story. An 
EGRY SPEED-FEED actually steps up the output of typed forms 
50% and more, and effects a carbon paper saving that’s almost 
unbelievable. The SPEED-FEED costs only 3c per day and may 
be attached to any make typewriter in less than one minute. 


Then there are EGRY ALLSET Forms, the single set 
forms, all copies interleaved with one-time carbon, for 
either typewritten or handwritten records. And now 
that one out of every four typewriters built since Janu- 
ary 1, 1935 is going to war, more and more records will 
be written by hand. 


So investigate these two possibilities. Both 
are designed to speed up the writing of rec- 
ords for every departmental activity. Dem- 
onstrations may be arranged in your own office 
at your convenience, and without cost or 
obligation. Address Department F-123. 


EGRY SPEED-FEEI 


The EGRY REGISTER Company 


Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL CITIES 
Egry Continuous Forms Limited, King and Dufferin Streets, Toronto, Ontario, Canada 
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NTERNATIONAL SERVICE in 1943 


ew International TracTracTors, Wheel 
ractors, and Power Units will not be 
ailable for civilian use in 1943 except 
very limited quantities. The Armed 
orees are getting most of them. 


But of this you can be sure: the In- 
national Industrial Power dealer will 
inder you International Service to the 
ty limit of his ability. His service 
tilities, which you learned to depend 
in peacetime, have been enlarged, 
proved, and broadened to meet war- 
me needs. His shop is busier and better 


equipped than ever. His mechanics and 
servicemen are meeting—and solving— 
new problems of overhaul, recondition- 
ing, and repair and doing a bang-up job 
of it. His stocks of Genuine IHC Parts 
are in A-1 shape. 


More work and longer life from every 
machine is what both of you are shoot- 
ing for in 1943. Keep in close touch 
with him and work out your problems 
together. 


INTERNATIONAL HARVESTER 
180 North Michigan Avenue 


COMPANY 
Chicago, Miinois 


NTERNATIONAL HARVESTER 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





asvo] 3e 30 SSes9A¥ UY Saus2a0t1 COO‘O00‘OE -26DUDU 12A2124YM D>dUdI2ZdxD AsnsH21, 24s UF22EqQ soy 44 


Bursaaur saah4o[ dus OOOSOO0O‘OZ PUNoCse Jo IDA [JO4APd ssouB jo W601 244 Sulyopes 103 wynus05 8148 sue 
[303 tuasezd ay3 wory voNnedionsied osrexz SPY UOHDAY 244 sNOYSNom4yy yuZWIIDdaq Ainspa1y ays AQ 
03 sodog Asnsvary, 243 ‘E€PG1 3st Asenuel P2i2NPUuo> PuD sBUIADG |jOUADY 10j 22}4!UIWOD JOUOHDAY 24) 
4q ‘aUOp oq 0} aJOUI []NS st eJ0y) Ing Aq paiosuods saau2i9ju0> jugwiaboubul-10QD] E} 24s JO INC 


*so1ueSIJaWe SuIDv; JO uSAUVIA MIN Ad ZO LVHL dOL,, 
kem uvoieury Arzejunjoa ay} 03 Avouwnsa3z 
SNOIJO]S &SISIVT, ‘spuog sep ur [forded 
ssoJ3 ayi jo YO 3svay 3e jo [vos . Joy 
JOUOP],, 24} peyover aavy sozis |e 
jO SWI} OOO‘OT BEY d10W ‘Mepo} Jo § 








> 
~ 
~ 
= 
> 
= 
— 
y 
S 
Ry 
& 
2 
= 
s 
s 
=) 
2 
S 
cS 
= 
QQ 


‘2 ‘q ‘uot 
“Surgspy, 20 “quate 
Prt AMAUSVIALT 
Gos ssusavg ary 
asm god 40] 

«'SManN sButavg 
[ose 2q8 | us 
usavaddy 4s0uozy 
f0 1194 Cansvasy 
SaHIS paitu, it 
poe Ao pine} Hee 
ur fo soe aq 








> 
— 
~ 
= 
= 
= 
™~ 
i 
i) 
Qy 
6 
2 
c= 
= 
= 
© 
S 
= 
S 
= 
Q 





pjysiujzsoy $2414 onan hq 09] IVA INO-T[Y $,e21JeWY 03 VOTINGIIIU0Z & st adeds SIT], 


Spuog SsulAes 1m @ 


nssd VIA MSN Ad 
%01 LVHL dOl,, 


—o1 nof vo 
Supunod st AnUNOD NO *LYOHS SI AWLL 


(‘000‘00T$ 09 
000‘0S$ Wor pasvazsut useq sey IvaM Iep 
-ua]vo au0 Aur ut spuog 5 pur J jo sosey> 
-ind JO UOeUT] MoU 94} Ivy? Joquawsy) 
‘spuog 5 pur gq sotseg jo ‘Auvdwod v se 
pure Ajjeuvossad q30q ‘sruN1] a3 03 dn asey> 
-mnd 0} puv ‘sasnuog Jo} spuog sey 913 
03 ‘JOUOFY JO [JOY 2q) UO vai Mau 9q} 13¥3S 
03 saMod Inof ut [][z Op 03 puv A[Zurps0d9e 
siq3ts uMmo snof jas 0} poZin oie nox 


*spuog 3e¥ A UI sZuruse9d jo Zor 
Sur3zsaaur saahojduse 000‘000‘0z Ppunose jo 


[¥303 3uasei1d ayq3 wor VONedionsed astex 


ctu: ame ata fain a. dime Ene we take Feit 


ipa Mag 








we Ls, © YIM Boy Aunspas) 244 [DOG D sp jag °Z 
*Ajlop suby> ssai601d 
moys ‘sju2wpodap U2eMj2q UOI{JadWo>d ajnpayrs "9 
“ju2zwpDdap Yyob2 ul jU2We>2UNOUUD uipjd D 4sn{ 10 
*AjjO4 © ‘4jD} B YBnosyy 2q ADW AUP ayy jo Buiuado ayy "¢ 
"322M | J2A0 4OU {SDI Pinoys 2aup ayy 
"JJ954] @ALp 2y4 Pub sAysp ayy jo suaw 
*BIUNOUUD BY UZBMJ2Q BUI]4 OU JO 2j441] 99 Pjnoys asayy “Y 
"QALIP BY4 {4D4S Of BJOP D apisw 42S “E 
*2IOW ZADS UDD SIZ4jO ‘YO spisp 
42S Of 2]QD 2q jou ADW 2uiog “peAalyoD s1 %oO} jo 
s[]2-4240,, UD DY} OS SPIsSD 425 UDD 42>x710M YD? 
{UNOWD BjQIssod ay4 jO SPPHUI 3q Pinoys ajousse UYy ‘> 
*}1 UO QU Siy YIM 
42910M AJ2A2 PUD YID2 10j poipdaid 2q pjnoys pips w *q 
*SID>910M O| UBY Q10W OU 
JO UOHDJID1}O$ [DNJOD 103 BjQIsuodsai aq {jIM OYM U2 
“MIDYD JO SI@PH2]-UIDJdD> juloddD jim ‘ung ul ‘A2Yyy “dD 
*UON{D4JIIJOS 404 S[JDJap 
4NO YOM Of suaW2BOUDW PUD JOQD] Jo 224jsWWIOD D 425) "| 
“2u0p sPM Gol au4 ‘2Uu0p 2q pjno> got 


243 P2eP!oep pub 412442604 u2yjob 2apy 10qQKD] puD juaus 
-2BDUDUI 12A212YM BDUSZLI2AXD Asnsp2ig Dys UDEQ sEYy 4 


TBAT ZSIQG“[e prog 
IDAA [J O4A Dd ssosB jO SPZOL 244 Suryopes 103 DjNuu9] sys DUIOD 
spy UOHDRY 244 snoysnoiys qu2zupipdeg Ainspaiy out AQ 
D2AIINDUOD DUD sSUIADC 1101AD.) 101] DS2LLIIWIWON IDUOLIDA! SUL 








Public Utilities Fortnightly 


PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 

















THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 











DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 











oesicx FOLD, Bacon « Davis, anc. mare case 


PPRAISALS 
INTANGIBLES 


CONSTRUCTION 


OPERATING COSTS Engineers 


VALUATIONS AND REPORTS 
NEW YORK PHILADELPHIA WASHINGTON CLEVELAND CHICAGO 








GILBERT ASSOCIATES, Inc. 


ENGINEERS SPECIALISTS 
POWER ENGINEERING SINCE 1906 pounce. and Expediting, 


Steam, Electric, Gas, Hydro, 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Operating Betterments, Personnel Relations, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
Feed Water Treatment. Washington New York Accident Prevention, 














J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 

Public Utility Affairs including Integration 
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SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
New York 


San Francisce 





, 








Sargent & Lundy 


ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 











STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING ° APPRAISALS 


BOSTON e NEWYORK e CHICAGO 
SAN FRANCISCO 


e HOUSTON ec PITTSBURGH 
LOS ANGELES 








NEW YORK 





THE J. G. WHITE ENGINEERING CORPORATION 


ENGINEERS AND CONSTRUCTORS 


Steam Power, Hydroelectric and Industrial Plants 
Examinations, Reports and Appraisals 


NEW ORLEANS 








BARKER & WHEELER, ENGINEERS 


XESIGNS AND CONSTRUCTION — OPERATING 
%ETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


1) PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 


EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 











BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS City, MO. 











Francis S. HABERLY 
ENGINEER 


Appraisals—Original Cost Accounting— 
Rates—Depreciation—Trends 


122 Sourn Micnican AveNuE, CHicaco 
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JACKSON & MORELAND SLOAN & COOK | 


ENGINEERS CONSULTING ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 120 SOUTH LA SALLE STREET 
DESIGN AND SUPERVISION VALUATIONS CHICAGO 
ECONOMIC AND OPERATING REPORTS 
Appraisals—Original Cost Studies 


BOSTON NEW YORK Depreciation, Financial, and Other Investigations 














JENSEN, BOWEN & FARRELL J. W. WOPAT 


Engineers Consulting Engineer 


Ann Arbor, Michigan Construction Supervision 
- oe Appraisals—Financial 
Appraisals - Investigations - Reports Rate Investigations 
ie —— wit RG bial 
rate inquiries epreciation, xe capi * * 
reclassification, original cost, security issues. 1510 Lincoln Bank Tower Fort Wayne, Indiana 














Representation in this Professional Directory may be obtained at very 
reasonable rates. Kindly address inquiries to: 


ADVERTISING DEPARTMENT 


Public Utilities Fortnightly 
Munsey Building Washington, D. C. 











e Whatever the demands of the gas in- 

dustry may be, Connelly is equipped 
to meet them. With our new laboratory for scientific 
testing of purification materials and greatly increased 
facilities for the production of Iron Sponge, Governors, 
Regulators, Back Pressure Valves and other equip 
ment for gas purification and control, Connelly is at 
your service, ready for any emergency. 


Under the able management of Mr. A. L. Smyly, pio 
neer in gas purification and pressure regulation, this 
organization has continued its leadership in the field, 
and the fact that Connelly products are standard in 
hundreds of the leading gas plants of the country is 


indicative of the service rendered. 
@ Mr. A. L. Sm 

President rly 

Connelly Iron 


§) eg 
abe. Co. 


o IRON SPONGE and GOVERNOR Company 
CHICAGO, ILL ELIZABETH NJ 
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*Addressograph-Multigraph Corp. 
Aluminum Co. of America 
American Appraisal Company, The 
Autocar Company 
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*Babecock & Wilcox Co., The 

Barber Gas Burner C y, The 
Barker & Wheeler, Engineers 

Black & Veatch, Consulting Engineers 
Brown, L. L., Paper Co. 
Burroughs Adding Machi Co. 
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Carpenter Manufacturing Company 
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SAVE 50% 
N TIME AND MONEY WITH 











THE ONE-STEP METHOD 





Hs 4 - r “> _ 











HAT effect is the national defense program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
his important question. In addition to a knowledge of the existing situation, 
ertain trends may be disclosed, a knowledge of which may be of considerable 
nportance to you under circumstances where the picture is rapidly changing 


he One Step Method of Bill Analysis is ideally suited to meet the needs 
{this problem. It does away with the necessity for temporarily acquiring, 
raining and supervising a large clerical force. Our experienced staff plus our 
pecially designed Bill Frequency Analyzer machines can turn out the job in 
few days and at the cost of only a small fraction of a cent per item. 

e will be glad to tell you more in detail about this accurate, rapid and 
conomical method for obtaining a picture of your customer usage situation. 
tite for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York, N. Y. 
Chicago Detroit Montreal Toroate 
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On the Seven Seas 


For 45 years General Electric has developed and built electric equip- 
ment. for warships.. Here are a few of the ways in..which electricity 


serves the Navy. 








1. Just one battleship may have 
electric generators to produce as 
much as 180,000 kilowatts. This 
power would supply the needs of a 
city of 375,000. 





2. Searchlights produce millions 
of candlepower of light to aid in 
detecting enemy ships and planes, 
and to guide Navy gunners to their 
targets. 





3. More than 20 different opera- 
tions are performed in bringing a 
naval gun to bear on its target. 
Electricity helps to co-ordinate 
these operations. 








4. When a battleship goes into 
action, electricity helps direct the 
ship, operate the guns, and give the 
orders. G.E. is building equipment 
to do these jobs. 


General Electric believes that its first duty as a 
good citizen is to be a good soldier. 


General Electric Company, Schenectady, N. Y. 


969-20-211 








